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PATENT REFORM AND THE PATENT AND 
TRADEMARK OFFICE REAUTHORIZATION 
FOR FISCAL YEAR 2000 

THURSDAY, MARCH 26, 1999 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON COURTS AND 

INTELLECTUAL PROPERTY, 
COMMITTEE ON THE JUDICIARY, 

Washington, DC. 
The subcommittee met, pursuant to call, at 2 p.m., in Room 2226, 

Raybum House Office Building, Howard Coble (Chairman of the 
Subcommittee) presiding. 

Present: Representatives Howard L. Berman, Zoe Lofgren, Rob- 
ert Wexler, Edward A. Pease, and William D. Delahunt. 

Staff present: Majority: Mitch Glazier, Chief Counsel; Blaine 
Merritt, Counsel; Eunice Goldring, Staff Assistant; Minority: Bari 
Schwartz, Minority Counsel. 

OPEMNG STATEMENT OF CHAIRMAN COBLE 
Mr. COBLE. The subcommittee will come to order. 
It is good to have all of you with us. Technology now provides 

about % of productivity gains for workers on the job and about Va 
of the U.S. economic growth. 

That inevitably means better paying jobs for now and more jobs 
for the future. But to realize this vision, science must move with 
pace out of the laboratory, through the Patent and Trademark Of- 
fice, and onto the factory floor. 

In furtherance of this modernization goal, the subcommittee and 
ovir witnesses wiU examine two bills at today's hearing: a Commit- 
tee Print of the "American Inventors' Protection Act," and H.R. 
1225, the "Patent and Trademark Office Reauthorization Act, Fis- 
cal Year 2000." 

The Committee Print is a 96-page work in progress. It contains 
many of the same provisions that were included in H.R. 400, un- 
known to probably no one in the room, and S.507 from the previous 
Congress. 

It also contains revisions that have been suggested by two of our 
witnesses today. Representative Rohrabacher and Representative 
Campbell, each from California. Our staff will continue to work 
with these gentlemen and other interested parties to develop a 
more finished product that should generate consensus support from 
the Patent and Trademark communities. 

(1) 



Once this work is complete, the bill will be introduced. The Reau- 
thorization bill is premised on the same policy goal as last year's 
version, H.R. 3723; namely, to prevent the diversion of revenue 
generated by special surcharges from the Patent and Trademark 
Office. 

The point of the bill is straightforward and necessary: to allow 
the agency to keep all of the revenue it raises in user fees to bene- 
fit American inventors and trademark holders. 

I am now pleased to recognize the Ranking Member, the gen- 
tleman from California, Mr. Berman. 

[The prepared statement of Mr. Coble follows:] 

PREPARED STATEMENT OF HON. HOWARD COBLE, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF NORTH CAROLINA, AND CHAIRMAN, SUBCOMMITTEE ON COURTS 
AND INTELLECTUAL PROPERTY 

Good afternoon. The Subcommittee will come to order. 
Technology now provides about two-thirds of productivity gains for workers on the 

job, £uid about one-third of U.S. economic growth. That means better-paying jobs for 
now and more jobs for the future. But to realize this vision, science must move 
apace out of the laboratory, through the Patent and Trademark Office, and onto the 
factory floor. 

To advance American technology, strengthen our nation's global competitiveness, 
and to reward inventors on a more timely basis, we can't live with a patent system 
much of whose structure predates even the emergence of biotechnology, semiconduc- 
tors, software, Internet and electronic commerce applications, and other high-growth 
technologies. This is not a big versus small debate. It is about making sure that the 
U.S. patent system is not undermined by our inaction. Reforms of the U.S. patent 
system are needed now. Our nation can ill afford for Congress to delay any further 
in enacting comprehensive amendments to our Patent Act, its predecessor being the 
fifth law that President CJeorge Washington ever signed. 

In furtherance of this modernization goal, the Subcommittee and our witnesses 
will examine two bills at today's hearing: a Committee Print of the "American In- 
ventors' Protection Act," and H.R.1225, the "Patent and Trademark Office Reauthor- 
ization Act, Fiscal Year 2000." 

The Committee Print is a 96-paBe work-in-progress; it contains many of the same 
provisions that were included in H.R. 400 and S. 507 from the previous Congress. 
It also contains revisions that have been suggested by two of our witnesses today. 
Representative Rohrabacher and Representative Campbell. Our staff will continue 
to work with these gentlemen and other interested parties to develop a more fin- 
ished product that should generate consensus support from the patent and trade- 
mark communities. Once this work is complete, a bill will be introduced. 

The Reauthorization bill is premised on the same pohcy goal as last year's ver- 
sion, H.R. 3723; namely, to prevent the diversion of revenue generated by special 
surcharges from the Patent and Trademark Office. The point of the bill is straight- 
forward and necessary; to allow the agency to keep all of the revenue it raises in 
user fees to benefit American inventors and trademark holders. 

I now turn to the Ranking Members fix)m California, Mr. Berman, for his opening 
statement. 

Mr. BERMAN. Thank you very much, Mr. Chairman. 
I congratulate you for setting this hearing and indicating that 

this is a priority for us. I support your efforts to try and get this 
legislation enacted and do wnat we need to do to make that hap- 
pen. 

I do not have a formal opening statement. I will have to probably 
leave before the end of the hearing because of some other commit- 
ments. We have discussed this issue in the past. I look forward to 
hearing the witnesses today. 

Mr. COBLE. I thank the gentleman. 
For those of you who are familiar with Mr. Berman and me, we 

try to, in a gentlemanly sort of way we try to, operate under the 
5-minute rule. When the red light illuminates in your eyes, Mr. 
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Campbell, you will not be keel-hauled, but if you could lash her 
down at that point, that way because we have three panels today. 

We have activity going on, on the Floor now. There are other 
meetings involved as well. So, if you all could comply with the 5- 
minute rule, we will be appreciative. I can assure you that your 
written testimony will be examined thoroughly. 

Mr. Campbell, I do not know, do you know whether Mr. Rohr- 
abacher is on route? 

Mr. CAMPBELL. I do not know. I am sorry, Mr. Chairman. 
Mr. COBLE. Well, we are pleased to have you before us. 
Why do we not start with you then, Tom. We are glad to have 

you with us. We wiU be pleased to hear from you. 

STATEMENT OF HON. TOM CAMPBELL, A REPRESENTATIVE 
FROM THE STATE OF CALIFORNIA 

Mr. CAMPBELL. Chairman Coble, you have been exceptionally 
gracious in our dealings on this bill. I am most grateful for your 
time and that of your staff, Mr. Glazier, in particiilar who has met 
with me. 

I want to also say that last night I heard from the Patent and 
Trademark Office that they were interested in meeting with me. I 
was in the midst on some work on Kosovo. So, I was not able to. 
Just because PTO is represented in the room today, I want them 
to know that I would be anxious to meet with them as well. 

Here are my three points. I think I will be under 5 minutes. 
Hopefxilly then, you will yield back this time for later use in later 
appearances before your committee. There is no need that I could 
yet figure out for the prior commercial use. 

I have checked with as many high tech companies as I can. The 
prior commercial use exception that you have written in the bill is 
page 19, title II. What it says basically is if you have invented first 
and you are commercially using the technology, then even though 
somebody patents first, you can continue that commercial use. 

I do not want to over-estimate it, but I have got to say that the 
high tech companies with which I spoke in preparation for my tes- 
timony today said that this undermines the whole idea of encourag- 
ing people to file for a patent. 

Now, last year when the bill came to the Floor, what I said 
was—the argument that the prior commercial user is look, we were 
innocent. We just did not choose to file it. So, please let us continue 
what we were doing. 

The rebuttal is very strong. The rebuttal says, for heaven's sake. 
That is what you get for not patenting it. The idea here is to get 
people to patent so that it is not secret. If you allow an exception, 
which your bill does in title II for prior commercial use, I think it 
undermines that incentive in an important way. 

Last year, what I offered on the Floor was an amendment which 
might serve, if I am—I do not think I will be. I think we are going 
to be working together, Mr. Chairman. I am very confident that 
you will present a bill that will incorporate what little contribution 
I can meike. 

If we do have to go to compromise, what I thought was if there 
is some argument that the prior commercial user should be entitled 



to continue that use, then do not let the use expand. Limit it to 
the scope. 

The real issue here is small commercial user, somebody else pat- 
ents it. The small commercial user sells to Behemoth Corporation. 
Then Behemoth Corporation then takes what was 10 units a month 
and makes 1,000 luiits a month. 

So, if you need to have that prior commercial use, then it seems, 
out of some sense of fairness, ^though I confess again, it does con- 
vince me, but if that is the notion out of some sense of fairness or 
equity, then do not let it be expanded. Limit it to the scope of its 
present prior commercial use. That was my first point. 

Second, I do not understand why we continue to need the 18- 
month disclosure if we take your route, Mr. Chairman, on a 20- 
year maximum from date of application. The argument for the 18- 
month disclosure for those patents not filed overseas, the argument 
was this is to prevent the submarine patent. 

The inventor who hides his or her invention waiting for some- 
body else to commerciailize it. Then when somebody else has put in 
all of the effort to commercialize it, surfaces and gets the patent 
because they were the first to file; having hidden it all of these 
years by motions to extend and other dilatory tactics. 

You have taken care of that, it seems to me, by saying that in 
no event are you going to get more than 20 years fi"om the date 
of filing. What you say then is 3 years is presumptively—any more 
than 3 years in the Patent Office is presumptively dilatory. 

So, you end up with a 17-year effective patent term. That seems 
fine. But that, to me, solves the submarine patent issue. The last 
point on this one, and then I have only final point. If I am wrong 
on that, Lord knows I could be, you nevertheless make one slight, 
I think, overdraft in that you say 18 months' disclosure will apply 
if you file overseas, which is fair. 

Overseas, there is mandatory disclosure after 18 months. So, 
why should not Americans have the publication as well. But you 
say not only if you file overseas, but unless you give up your right 
ever to file overseas—let me repeat that. It is not just if you file 
overseas, but if you fail to give up your right ever to file overseas, 
that is required in your draft. That is not necessary, it seems to 
me, because if you are filing overseas, fine. Then it is going to be 
pubUcly disclosed. 

So, there is no reason why you should not have to disclose it here 
in America after 18 months. If you decide to file overseas many 
years fi-om now, under economic conditions that are changed, you 
should not have to—that possibility now at this point by promising 
forever not to file overseas. 

So, it is a small wording changing. It can be adjusted I think. 
Lastly, oh, I do not have any lastly. I do if you give me one more 
minute. I have already extended now. Maybe I should not throw 
myself on the mercy so early in this process. 

Mr. COBLE. It is early in the day, so we will be tolerant. 
Mr. CAMPBELL. I am grateful and it is reexamination. I have 

talked to small inventors and high tech firms. There is concern. I 
do not think this is unworkable. I think it can be worked out. 
There is concern that the reexam process should not be another 



bite at the apple, but should very clearly stay patent infiingement 
litigation. 

Otherwise, what you are doing is just setting up a new way to 
challenge a patent. If the idea of the bill is to expedite and make 
more efficient challenges to the grant of a patent under prior art, 
which is the purpose of the reexam, then you ought to stay Utiga- 
tion during the pendency of that reexam. 

Otherwise, you put the challenger to the patent in the position 
of being able to choose his or her forum and just create one extra 
opportunity to challenge. You ought to at least stay the proceed- 
ings. 

That is it and thank you for your time, Mr. Chairman. 
Mr. COBLE. I thank you. I apologize. I did not identify your Dis- 

trict, Tom. You represent the 15th District in California. I feel this 
is a California caucus, Mr. Berman, you and Dana. 

Dana, good to have you with us. You represent the 45th District 
in California. Mr. Rohrabacher, if you comd within 5 minutes we 
would be appreciative because we have a full day ahead of us. 

Mr. ROHRABACHER. I will do my very best. Thank you ven^ much, 
Mr. Chairman. I apologize for being here a little bit late. Here we 
are trjdng to champion new technologies, and how dependent we 
are upon them, and my computer froze up. I have got my old copy 
with all of my scratches on it to go from. So, anyway you under- 
stand that. 

I appreciate very much the cooperation that we have developed 
in these last few months. There has been considerable progress 
that has been made. I do believe that the differences between the 
two positions that emerged over the last few sessions of Congress 
has been narrowed considerably. 

I think that this is due to the fact that there is now, instead of 
a spirit of adversity, an adversarial spirit, there is a spirit of co- 
operation that is being felt on both sides of the issue. I should not 
say both sides because there are not just two sides; just the spirit 
of cooperation of all of those involved. Acting Commissioner Dickin- 
son is a breath of fresh air. He is serving as a facilitator rather 
than a confrontationalist. That has helped as well. 

He came over to my office and reached out and asking my opin- 
ion and things such as that. That was very, very positive on his 
part. Of course, I especially appreciate you, Mr. Chairman, that 
you have done your best to try to provide information so we can 
find out if there are areas where we can work together and areas 
where we disagree. 

Because of that, because of your initiative, we have actually been 
able to make that progress. With that said, I would like to go over 
a few of the concerns, but acknowledge that we have come quite 
a distance and I very optimistic. 

One of my areas of concerns deals with title II. I am sure that 
Tom—I will not just reiterate what Tom said about it because Tom 
is especially focused on the idea that trade secrets are so contrary 
to what the Founding Fathers had in mind in terms of patent pro- 
tection. 

The Founding Fathers had two ideas in mind for the patent sys- 
tem. The purpose was number one, to protect the inventor so the 
inventor could receive a benefit. Thus, tnere would be more people 



who would put their investment and their time into inventing new 
things. 

Number two, the widest possible dissemination of all scientific 
information once that was protected. Trade secrets go contraiy to 
that, to both of those goals. So, that is a concern. I am svu-e Tom 
has gone through the details on that. 

Title IV, in terms of the PubUcation of Foreign Applications Act, 
although I certainly support the overall effect of this section, there 
are still some specific areas that should be addressed. 

This section is where I, if Tom's area is trade secrets, then my 
major concern is this. I will just put it right out. That first and 
foremost, publication in the United States must not be required to 
Eublication abroad. The content of the application that is published 

ere in the United States must be no greater than that which is 
published abroad. 

Thus, where we disagreed in the last session because there W£is 
a fear that things would be pubUshed overseas and then our people 
would not have to publish it here, and it would give some sort of 
confusion and disadvantage to our own producers here, if we have 
the compromise that whatever is published overseas can be pub- 
Ushed here, I have no objection to that at all. 

If we coiild move forward on that, I think that is something we 
should look at. I think the wording is not exactly there, but we are 
on the road to that. Also, the expense of early publication should 
not be appUed to the fiUng, issuing, or maintenance fees unless 
that person is subject to that publication. Whereas, I do not believe 
all the things should be pubhshed unless it is published overseas. 
Thus, those fees should not be for people whose items are not being 
published. 

There will be some people who simply want to wait to applv in 
the United States, and wait for their patent to be granted to them 
because they do not want it to be pubUshed until after the patent 
is issued. If patents are issued within a year or so, then all of this 
is sort of moot. 

Title V, patent litigation reduction; although I generally support 
this section, any attempt to reform, and I think Tom was address- 
ing this, the reexamination procedures, should not basically estab- 
Ush a courtroom type scene within the PTO. 

I do not believe that we should have oral argumentation in fi-ont 
of the PTO, although we can. As I say, I generally support the posi- 
tions you have already put down in your legislation. We want to 
make sure we take a little extra care to make sure that it does not 
become a courtroom situation in the PTO. 

For example, people can offer their written argumentation with- 
out having to present oral arguments. We also want to make sure 
that this is not just another bite at the apple, as Tom put it. I 
think that is very important. I have some other considerations that 
I would like to put for the record, and just some of those consider- 
ations, Mr. Chairman. You will get that in a written form. I would 
like for you to consider adding one bit of text. 

That is if a patent is issued and then there is a challenger, 
whether it is inside the PTO, or outside the PTO in terms of reex- 
amination after the patent has been issued, or outside in terms of 
a court chaUenge, I think that it would be something that would 



be beneficial to the purposes of the patent system to see that if the 
challenger sues or moves forward with legal action, that if he loses 
against that patent owner, someone who has already been issued 
that patent that, that chaUenger should pay the legal fees for the 
patent holder. 

That way you do not have some very big entities who are able 
then to just with deep pockets challenge these things and just 
Eay—they are able to pay everything, where the other guy will not 

e able to pay much at all in his protection. 
That sort of loser pay system within the patent system would, I 

think, go a long way to calming some of the fears of some of our 
inventors. With that, I theuik you very much. Again, I appreciate 
the cooperative spirit. We have some of the other things in writing 
to the committee. 

[The prepared statement of Mr. Rohrabacher follows:] 

PREPARED STATEMENT OF HON. DANA ROHRABACHER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 

Mr. Chairman, thank you for the opportunity to address the subcommittee this 
afternoon on a day of optimism. As many of you in this room know, the Chairman 
and I have both spent many hours of effort pursuing our respective goals for patent 
reform the past several years. Echoing the Chairman's sentiments I, too, beUeve this 
is a time for cooperation and not the continued competition and polarization so often 
indicative of the past. I know that the Chairman and I have consistently supported 
each other on many other crucial votes throughout our terms—in fact Fm sure that 
our voting records are nearly identical. 

Therefore, I am pleased that we have recently made an effort to work together 
to reach an agreement on the relevant issues of patent reform that have occupied 
my thoughts for so long. We have an opportunity to strengthen the United States 
patent system—the very system that continues to secure ovir technological and eco- 
nomic success, strengthen our defense, and reinforce our global leadership. To- 
gether, we can realize this goal. 

I applaud the efforts of Acting Commissioner Dickinson, who has been a m^or 
force in facilitating communication among both government and indiistry. He sought 
out my office to introduce himself and communicate a revised, open approach with- 
out the stigma of a past agenda. He is a welcome addition to our discussions and, 
hopefully, he will continue to embrace a diplomatic role. 

Thank you, Mr. Chairman, for sending the initial draft of your proposed bill, the 
"American Inventors Protection Act," to my office. I appreciate having the oppor- 
tunity to evaluate the its effects, in hope that it would provide the basis for a uni- 
fied bill for this Congress. 

I should note here that I, and those I rely on for advice, are still analyzing the 
effects of the committee print, and thus I may have revised or additional comments 
later for the record. However, I believe that we have come a long way toward reach- 
ing an agreement, and although there are still important differences to address, the 
momentum generated by this hearing may have tne power to complete the journey. 

Let me begin by expressing the areas that I generally support, after a first blush: 
• Title I—Inventors' Rights Act 
• Title in-Patent Term Guarantee Act 
• Title Vl-Patent and Trademark Office Efficiency Act 

With that said, there are some remaining concerns and areas of disagreement that 
I have discovered in my initial review. 

TITLE II—nnsT TO INVENT DEFENSE ACT 

As I have always held, due to the constitutional issues involved and Supreme 
Court precedent, we simply cannot champion trade secret protection over patent 
protection for clearly patentable subject matter. We cannot betray our Founding Fa- 
thers by abandoning tne foundation upon which our patent system is based. We can- 
not allow state-based rights to trump long-standing Federally created intellectual 
property rights. We cannot openly advocate secrecy when our patent system calls 
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for us to vigorously promote the progress of science throu^ the sharing of critical 
technology information. 

With that said, however, all is not lost. Perhaps there is a way in the context of 
an overall agreement that I could support a narrow application of a first-to-invent 
defense. 

1. The defense should be limited to the original, first inventor. This should be 
so regardless of any business assignment or transfer of the entire enterprise. 
The only way, perhaps, the right to use this defense should attach to the 
transfer of the entire business would be if the transfer occurred before the 
original file-date of the patent subject matter in question (page 21, lines 17- 
22). 

2. The successfiil use of this defense should not then allow the defense-user to 
expand the scope of his or her business in either quantity or volume (20, 20- 
26). 

3. This defense should not be available in the case of an infiringement suit 
where a Federal judge has ruled that the subject matter of the disputed pat- 
ent was clearly of a patentable nature. This view is unmistakably supported 
by Supreme Court precedent (Kewanee Oil v. Bicron, 416 U.S. 470, 489 
(1974)). 

TITLE m—PATENT TERM GUARANTEE ACT 

My goal all along hits been to assure a minimum patent term of 17 years from 
the date a patent is granted. Failing that, I have insisted on a guarantee that the 
PTO will extend the patent term as necessary to assure a term of 17 years fi^m 
filing for non-dilatory applicants. The language of this draft appears to codify this 
approach. 

This approach efiiectively eliminates the claimed submarine patent dilemma while 
providing a specific fi'amework from which the Patent and Trademark Office must 
monitor and compensate the loss of any patent term time due to delay for which 
the applicant has no responsibility. 

This approach essentially gives back to the non-dilatory patent holder what I have 
fought so hard for—a guaranteed 17 year patent term. The patentee once again will 
have the ri^t to exclude the pubhc fi-om his invention for a limited time—a time 
that is guaranteed and clearly defined. 

TITLE IV—PUBUCATION OF FOREIGN APPUCATIONS ACT 

Although I certainly support the overall efiiect of this section, there are still spe- 
cific areas that must be addressed. 

First, pubUcation in the United States must not be required prior to pubhcation 
abroad, and the content of the application published in the United States must be 
no greater than that published by the foreign patent system. 

F^ally, the expense of early publication should not be applied to filing, issuing, 
or mfdntenance fees, since not all applicants will automatically be subjected to tiaa 
procedure. Unequivocally, a separate pubUcation fee should be charged to those ap- 
plicants who are published (39, 18-21). 

TITLE V—PATENT LITIGATION REDUCTION ACT 

Although I generally support this section, any attempt to reform reexcun proce- 
dures should in no way expose the PTO to an authentic, adversarial courtroom set- 
ting. With that, no oral argumentation should be permitted. 

Of course, all reexam procedures should begin with a presumption of patentebiUty 
if a patent has issued. We must give the reexam requester and respondent the op- 
portunity to submit a written brief to the PTO eirguing respective positions, but, 
again, without permitting an oral argument. 

We should continue the impermissibility of pre-issuance third party opposition as 
an acceptable means for reexam request. 

Any issues that were brought during reexam, or reasonably could have been 
brought, should be barred from sepeu'ate litigation in a district court. It is importeuit 
to note that the issue addressed in reexam shotild be barred and not just the third 
party requestor who raised the issue. 

Most importantly, Mr. Chairman, I would like you consider adding text requires 
the reexam challenger, other than the patentee himself, to be responsible for any 
legal fees of the patent holder, if the challenger loses. In this regard, I have at- 
tached text from my drafted bill under Attachment A. 



Furthermore, I have attached text for your review that pertains to the concept of 
making reexam a mandatory process before pursuing a patent validity dispute in 
a district court. This attachment is under the label of Attachment B. 

TTTLE VI —PATENT AND TRADEMARK OFFICE EFFICIENCY ACT 

I recognize and applaud the intent of this committee print to lift hiring restric- 
tions and to provide for an incentive program to promote long-term career develop- 
ment and guarantee patent examiner training opportiuuties. As an independent 
agency, coupled with text reinforcing our intentions, we have ensured that all fees 
<»llected by the Patent and Trademark Office will be retained for exclusive use by 
the Patent and Trademark Office. This is a factor we can aU support. 

In considering the issue of reorganization, I have always intended to assist the 
Patent and Trademark Office in operating more efficiently. And I could support the 
PTC as an independent agency as long as it is subject to all provisions established 
by the Administrative PrcNcedure Act. The only constraints I've maintained are that 
the PTO remains as a Federal government entity, and continues to appreciate its 
ovm quasi-judicial function in the noble service it provides. 

TITLE Vn —MISCELLANEOUS PATENT PROVISIONS 

I support this section, but I feel we should investigate the potential merits of add- 
ing a sub-section that addresses further limitations on the use of technical defenses. 
I have attached relevant text for your review under the label of Attachment C. 

We should also investigate implementing additional fee reductions for small busi- 
nesses and independent inventors, to ease their financial burdens. This textual at- 
tachment is under Attachment D. 

CONCLUSION AND FUTURE CONSIDERATIONS 

Mr. Chairman, having discussed my concerns, perhaps it is even more evident 
why I am optimistic that the opportunity for unified legislation can be realized. I 
am hopeful we can move forward in these areas and reach complete agreement. 

On a final note, and possibly the most important, I want to make sure that if we 
are able to pass a unified bill in the House, we will firmly stand behind the text 
of this bill in the event of contrary action by the Senate. 

Recognizing the oath I took to faithfully serve the people, I know it is up to us 
to carry on uie tradition of Thomas Jefferson, Bet;jamin Franklin and the will of 
our Founding Fathers. They provided our newly formed nation with a foundation 
for freedom and the added security of an exclusive right for American inventors. 
They have helped perpetuate a society so prosperous that even the common man 
could own the product of his labor. I, too, want to preserve that society—this has 
been the very basis of my stance on patent reform. 

I want to ensure that our patent system continues to respect the fundamentals 
of our Founding Fathers while at the same time enhemcine its operability in a mod- 
em society. We have a chance to finally create a reformed system that better helps 
all of our nation's inventors receive stronger protection for their achievements. Our 
patent system always has—and always wUl—stimulate the creation of jobs, advemce 
our technological leadership, and help to sustain our unprecedented standard of liv- 
ing. 

In the Science Committee hearing room there is an old proverb noticeably in- 
scribed on the wall. It says that "Where there is no vision, the people perish." I 
hope—as we all do—for a unified vision depicting a stronger patent system. Working 
together, we have the power to achieve a common end that we can aU take pride 
in, knowing our labors have served America and its great people well. 

I pledge to continue to work toward an agreement on the issues and hope that 
a unified bUl is a real possibility. I know that these issues have dragged on over 
the last several years, but perhaps a more resounding success will ultimately result. 
And as the father of our patent system, Thomas Jefferson, always felt, "Delay is 
preferable to error." 

ATTACHMENT A 

Sec. 407. Attorneys' Fees. 1 
(a) IN GENERAL.—Chapter 30 of title 35, United States Code, is amended by adding 
at the end the following new section: 

'§310. Mandatory award of attorneys' fees 
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"A third-party requester whose request for a reexamination results in an order 
under section 304 of this title shall be liable for the reasonable attorneys' fees 
and cost of the patent owner in connection with the reexamination proceeding 
if any claim challenged as unpatentable by the third-party requester in the re- 
examination proceeding is finally determined to be not unpatentable. The Com- 
missioner shall establish a procedure for adjudging and awarding requests for 
attorneys' fees under this section, except that proceedings on such a request 
shall not delay issuemce of the certificate under section 307(a) of this title.", 

(b) Co^fFORMING AMENDMENT.—The table of sections for chapter 30 of title 35, 
United States Code, is amended by adding at the end the following new item: 

"310. Mandatory award of attorneys' fees.". 

ATTACHMENT B 

Sec. 610. Reduction of Invalidity Litigation. 16 
Section 282 of title 35, United States Code, is amended by adding at the end the 
following new sub-section: 

"(g) Notwithstanding any other provision of law, no person may bring an action 
under section 2201 of title 28 seeking a declaratory judgment of invalidity of 
any claim that the person could raise by filing a request under chapter 30 of 
this title. Nothing in this section shall prevent any person from asserting inva- 
lidity of the patent as a defense to a patent-infringement lawsuit". 

ATTACHMENT C 

Sec. 609. Limitation of Technical Defenses. 5 
(a) DEFENSES.—Section 282 of title 35, United States Code, is amended  

(1) by designating the first paragraph as sub-section (a); 
(2) by designating the second psiragraph as subsection (b); 
(3) by designating the sentence that begins "In actions involving the validity" 
and the succeeding sentence as subsection (e); 
(4) by designating the last paragraph as sub-section (f); 
(5) in subsection (b), as so designated, by re-designating paragraph (4) as para- 
graph (5) and by inserting after paragraph (3) the following: 

"(4) Absence of sufficient interest by the party plaintiff to bring the action 
by virtue of a failure to complv with section 116 or 256 of this title, on the 
grounds that the interest of the party plaintiff derives solely through per- 
sons who are not inventors."; and 

(6) by inserting after subsection (b), as designated by this section, the following 
new sub-sections: 

"(c) Except as provided in subsection (bX4), a defense of invalidity of a pat- 
ent for failure to comply with section 116 or 256 may be raised only by a 
person who asserts the right to practice the invention claimed by the patent 
as an omitted inventor or a licensee of an omitted inventor. 
"(d) No patent, once issued, shall be held invalid or unenforceable because 
of any oi the following: 

"(1) The presence of any defect, error, or omission in any oath or dec- 
laration submitted pursuant to this title, unless clear and convincing 
evidence is shown that the Patent and Trademark Office would not 
have issued the patent absent such defect, error, or omission. 
"(2) The presence of any defect, error, or omission in any drawing, spec- 
imen, or model submitted pursuant to section 112 or 113 of this title, 
unless clear and convincing evidence is shown that the Patent and 
Trademark Office would not have issued the patent absent such defect, 
error, or omission.". 

(b) CORRECTION OF NAMED INVENTOR.—Section 256 of title 35, United States 
Code, is amended  

(1) by striking "the Commissioner may" and inserting "the Commissioner shall"; 
(2) by striking "may order" and inserting "shall order"; and 
(3) by inserting afler "in this section." in the second paragraph the following 
new sentences: "The error of omitting inventors shall not invalidate the patent 
in which such error occurred if the omitted inventors were, at any time, under 
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an obligation to assign their complete interest in the patent to the patentee. 
The error of naming persons who are not inventors shall not invaUdate the pat- 
ent in which such error occurred unless such named persons were, at no tune, 
under an obligation to assign their complete interest in the patent to the pat- 
entee.". 

ATTACHMKNT D 

Sec. 606. Reduction of Fees for Small Entities. 
(a) REDUCTION IN FEES.-Section 41(hXl) of title 35, United States Code, is amend- 
ed by striking 'Tees charged under subsection (a) or (b)" and inserting "All fees 
charged by the Patent ana Trademark Office in connection with an appUcation for 
patent or an issued patent". 
(b) EFFECTIVE DATE.—The amendment made by this section shall take effect on the 
first day of the first fiscal year that begins on or after the date of the enactment 
of this Act. 

Mr. COBLE. Well, we thank the gentleman. Without objection, 
your respective written statements will be placed into the record 
and be made a part of the record. I have no questions for either 
of you, but let me make a comment. 

Tom, if you are suggesting that the submarine patent problem is 
not a problem, you and I are not in disagreement. Is that your posi- 
tion? Do you think that is in fact not a problem? 

Mr. CAMPBELL. NO. I think submarine patents are a problem. I 
believe you have solved it in the bill and you do not need the 18 
months as an additional way to solve it. 

Mr. COBLE. Very well. That was not the answer I was expecting, 
but the one I am glad to get. Thank you gentlemen. The gentleman 
from California. 

Mr. BERMAN. Thank you, Mr. Chairman. 
I do not know a lot about this area, but I will try to learn. I 

heard you say two things that struck me as somewhat inconsistent. 
You said, why do you have to have a prior commercial use excep- 
tion? The person who is doing that should have gone for their pat- 
ent so that it would not be secret. 

But then you object to not only the original publication obligation 
within 18 months without regard to whether it has been approved 
or not, even if it has not been approved, but even this sort of di- 
luted publication requirement. 

Is not publication about making sure it is not secret? Is that not 
what you said was the goal and why somebody with prior commer- 
cial use should not be given special protection? 

Mr. CAMPBELL. The 18 months is pre-grant. I totally agree. The 
idea of the patent ^vstem is once you have been granted your pat- 
ent, you disclose. iTiat is why I do not like the commercial prior 
use exception. 

The whole debate over 18 months is if the Patent OfRce has 
taken so long, and you have not yet been granted it, should you be 
forced to disclosed? Dare I say not. 

Mr. BERMAN. Why? 
Mr. CAMPBELL. Because you have the right to shop your idea. As 

you shop your idea, which is largely what happens, if the clock 
runs at 18 months and your idea is pubhcly out there, you cannot 
shop your idea anymore. You can shop your patent because that is 
that valuable intellectual property or you can shop your idea. If you 
go the patent route  
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Mr. BERMAN. I do not understand. You still have the protection 
of the patent. So, now the world knows about the idea. 

Mr. RoHRABACHER. No. It is not granted yet. No, you do not have 
the patent protection at that point. 

Mr. CAMPBELL. Let me try once more. I apologize. The only thing 
that bothers me is that for the first time in law, this is absolutely 
novel, this bill would require disclosure before the patent is grant- 
ed. I am totally for disclosure the moment you got your patent. 

Mr. BERMAN. Tell me the damage that occurs from disclosure. 
Forget about the question of whose fault it is that it has not been 
granted, but tell me the damage that comes from disclosure prior 
to patent, as long as your date of original filing gives you sort of 
the advantage over somebody who would come along to try and do 
something after you had filed. 

Mr. CAMPBELL. A brilliant question. 
Mr. BERMAN. Brilliant. 
Mr. CAMPBELL. A brUUant question and hopefully almost as good 

answer is because you may not get the patent. Often times, you 
will put in your patent application. You will begin to worry that 
you may not be getting your notice, your patent granted which is 
obviously, more and more likely the longer the Patent Oflfice has 
been taken looking at this thing. 

In which case, you have your common law right to trade secret. 
But you have blown it if you had to get it disclosed at 18 months. 
Under the present, you roll the dice. You try for your patent. 
Things are delayed there. It is not going right. 

Mr. BERMAN. You have your common law right to what? 
Mr. CAMPBELL. To trade secret. You decide, you know what, I do 

not think I am going to get this patent. I am going to pull back 
and try my trade secret route; shop that around. Coco-Cola's for- 
mula is an example; never patented; trade secret. 

But if you have been forced to disclose it, you then are faced with 
two dead ends. One, it is no longer trade secret. Two, if your sus- 
picion is right and you are not getting that patent, you have lost. 
That is the middle case I am addressing. 

Mr. BERMAN. Well, Mr. Chairman, all I can think about is the 
effort I went to in law school to avoid taking any courses dealing 
with patents, copyrights, and trademarks. And now look where I 
am. 

Mr. COBLE. I will say to the gentleman, I have been there and 
done that. 

Mr. ROHRABACHER. Mr. Berman, for the last two Sessions, this 
18-month publication has been a major issue, of course. 

Mr. BERMAN. Yes. 
Mr. ROHRABACHER. What we have done now, and my hat is off 

to the chairman on this, is that we were coming at this from two 
different perspectives. One was on one side we have got to protect 
the inventor over here. 

The other one was we have got to protect society fi^m people who 
are scamming this system. There are two, I would say, reasonable 
concerns that we were trjdng to be addressed, but yet we were 
going at loggerheads. The chairman, and what he has written out 
and the proposal he has made, has gone and made the necessary 
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changes in the law that will prevent anybody from scamming this 
system. 

Mr. BERMAN. But the third factor was, and we have to protect 
companies from a failure to get protection abroad because we did 
not comply with an international obligation. That was the third 
factor in all of that. What you are really saying is the change in 
the language deals with that problem now. So, it meets that objec- 
tive. 

Mr. ROHRABACHER. The 20-year meets it. 
Mr. BERMAN. The 18-month publication is not a part of the obli- 

gation. 
Mr. CAMPBELL. No. 
Mr. ROHRABACHER. NO, it is not. GATT requires the term length. 

Again, the chairman has worked out language that protects the 
term length. That is really an important factor. As I say, we have 
narrowed these differences. I would say we have narrowed these 
differences down to about 90 percent. 

Mr. COBLE. I will say there is less hostility and more harmony 
in the air than was the case 2 years ago. 

Mr. ROHRABACHER. Considerably. 
Mr. COBLE. For that, I am appreciative and I feel good about the 

eminent future. The gentle lady from Cahfomia. 
Ms. LOFGREN. Thank you, Mr. Chairman. I walked in just as Mr. 

Campbell was making his remarks. So, he may have addressed this 
before I walked in the room. If so, my apologies. 

I heard you say that in your judgment that the term of 20 years, 
or the effective patent term of 17 years solved the submarine pat- 
ent issue. Could you explain why you think that is true? 

Mr. CAMPBELL. You bet. Because the submarine captain, the sub- 
marine gamester of one playing this game in the system loses every 
day that passes another potential day of intellectual property right. 

The motivation that works in the present system behind the sub- 
marine specialist was the 17 years kicked in from the moment the 

Eatent was granted. There was no downside there for it to just stay 
eneath the surface waiting for Intel, waiting for Hewlett Packard 

to come along and commercialize it. Now, every day you wait un- 
derneath the surface is 1 day less of your patent protection. 

Ms. LOFGREN. But when you have product cycles of 9 or 10 
months, does that not change your analysis? 

Mr. CAMPBELL. Well, it does, but it also changes the—it does not 
affect the fact that the 18-month disclosure is also irrelevant. The 
18-month disclosure is for that reason also, any relevancy. For the 
real short product cycles, neither the 20-year minus dilatory pre- 
sumption of 3 years, nor 18 months is relevant. 

Ms. LOFGREN. I would concede that. But clearly there are prod- 
ucts that require quick product cycles and then there are those in 
mid-term cycles. Im concerned that there are very few high-tech 
companies that would go on for 40 years—at least at this time. 

Mr. CAMPBELL. You are totally right. Bear in mind, there is a 
cost to the 18-month disclosure. That is what I really wanted to put 
on the table as well. It is reedly big in high tech because of the 
short cycle. 

If you are forced to disclosed, you will not be able to disclose 
what may be the only thing you have got of value because you 
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might—the cycle might go beyond. It might be done by the time 
you get the Patent Office to act. 

Ms. LOFGREN. The other question I had for you was on the prior 
use protection. I think there are a lot reasons why people might not 
seek a patent. One of them is cost. Some of our companies have 
thousands, I mean thousands, and thousands of patents, especially 
when it goes to industrial processes. That's one consideration. 

It can also be very difficult to establish the facts that one needs 
for a patent. On the other hand, you do want some protection. I am 
not sure why we would not want to provide this protection. Every- 
one else including, I mean, Japan and Germany provide prior use 
protection, especially for industrial processes. Why would we not 
want to do the same thing? 

Mr. CAMPBELL. Because of two reasons in my view. One is that 
it is contrary to the incentive structure of the patent law to create 
a strong incentive for people to make use of it because it leads to 
disclosure, as my earlier colloquy suggested. 

If you have a prior commercial use exception, you have got a 
whale of a large incentive to avoid the patent system and just run 
with your trade secret for the rest of the life of the product. 

Indeed, the way it is written now, you could not only keep yoiar 
own value for your intellectual property that you chose not to pat- 
ent, but you could sell it to another company that acquired it, and 
could then take your production level to a much greater one. 

So, the reason why it seems to me is because there is harm from 
creating a new incentive that would be new in our law not to dis- 
close. I said I had two. The second, and this is my compromise. At 
the very least, you do not want people making their prior commer- 
cial use the crown jewel in an acquisition. 

You do not want ma and paw silicone wafer chip company who 
produces 10 units a month to go on the block and say, buy us be- 
cause you will then have a prior commercial use grandfathered in, 
and you can then rip off somebody else's patent, which was the re- 
sult of their effort and their filing. 

Mr. ROHRABACHER. There is one compromise here. By the way, 
I agree totally with Tom on prior user rights. But there are areas 
for compromise in this part of the bill. That is, for example, if you 
would be able to recognize prior user rights for processes amd not 
a product. 

As you say, in Europe they have that. So, that is one compromise 
that we might be able to reach, the compromise in the language. 
Although, I certainly agree with Tom's opposition to prior user 
rights in principle. 

Ms. LOFGREN. My time is expired. 
Mr. COBLE. I thank the lady. The gentleman fi-om Florida. 
Mr. WEXLER. Nothing. 
Mr. COBLE. Gentlemen, thank you all. 
Mr. BERMAN. Yes, Howard, I hate to do this. 
Mr. COBLE. That is okay. 
Mr. BERMAN. The benefit will be that I will not be around for 

questions for the next panel. 
Mr. CAMPBELL. Little good that does us. 
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Mr. BERMAN. What is the motivation for a prior commercial user 
not to have gotten the patent? Is there such an arrogance that no 
one else will think of the same process? 

Mr. CAMPBELL. I have asked and here is the answer I get. I 
asked the exact same question. These big companies, particularly, 
have got the fairly efficient operation of patenting. They have it 
down to a science. 

Mr. BERMAN. Some, rather reckless. 
Mr. CAMPBELL. Maybe so. 
Mr. BERMAN. But why? What is their motivation? 
Mr. CAMPBELL. Some choose not to and the only answer that I 

have got is that they produce so many possibly patentable incorpo- 
ration of ideas into art, that they just do not do it. They have other 
fish to fry; patents that they think are more important. A smaller 
firm, they believe, they allege, does not have that multiplicity of 
patentable ideas, and will then, possibly by luck, have the one that 
they previously invented, but just did not file. 

My answer when I heard this—I heard this from a large wafer 
chip company in our District. It was actually two syllables. I said, 
I just do not have sympathy for that argument. You are big boys. 

If you find it burdensome not to file an idea and it turns out 
somebody else had the same idea, independently came up with, be- 
cause if it was not independent you could not do it, and they did 
use the patent system, then they get the prize. That is you fault 
for not having pushed it. 

Mr. ROHRABACHER. I have received a little bit different answer 
on that. There are some people that I know that put a lot of time, 
energy and money into inventing something and they just do not 
trust the Patent Office and the patent system anymore to protect 
their interests and to be able to do—and the protection that were 
being offered 20 and 30 years ago. 

That is why it is so important that we have a new patent bill 
to make sure that the Patent Office is working and that is where 
we were always together in that. That was something that unfortu- 
nately because of some areas of disagreement that we had trouble 
jumping over those hurdles, we have left the real business of mak- 
ing sure the patent office is able to do its job and it is effective. 

It has really gone downhill, I believe, in the last 10 and 15 years. 
I think that Chairman Coble's bill, as long as we can work out this 
last little 10 percent, I think is going to go a long way to deterring 
people fix)m going to trade secrets because we are going to restore 
the Patent Office to their abihty to do their job. 

Mr. COBLE. The gentleman from Indiana. 
Mr. PEASE. Thank you, Mr. Chairman. My apologies to the mem- 

bers of the committee and the panel for tardiness due to multiple, 
simultaneous hearings. 

Even though I have some background in this area fi-om my prior 
practice, I know when I am over my intellectual head with the 
panel that we have before us. However, I am smart enough to real- 
ize that and therefore I am going to pass on my questions. 

Mr. COBLE. We will continue to work with you all. We would be 
glad for you to say around, if your time permits. We have interest- 
ing witnesses who will follow you all. We thank you all for being 
with us, Dana and Tom. 
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We will bring forward our next witness. Our Government witness 
this afternoon will be the Honorable Todd Dickinson, who was 
nominated by President Clinton to the position of Deputy Assistant 
Secretary of Commerce and Deputy Conmiissioner of Patents and 
Trademarks on February 26, 1998. 

He was unanimously confirmed by the United States Senate on 
June 18th of last year, and sworn in on June 23rd of last year. He 
became Acting Assistant Secretary of Commerce and Acting Com- 
missioner of Patents and Trademarks on January 1st of this year. 

Mr. Dickinson is an active member of numerous professional as- 
sociations, including the American Bar Association, the American 
Intellectual Property Law Association, the International Trade- 
mark Association, and the Copjrright Society of the United States. 

Mr. Dickinson earned a B.S. degree in Chemistry fi-om Allegheny 
College in 1974, and a J.D. from the University of Pittsbiu-gh's 
School of Law in 1977. He is a member of the Bars of Pennsyl- 
vania, California, and Illinois and has practiced law in the private 
sector. The subcommittee has confidence in Mr. Dickinson's testi- 
mony which, without objection, will be made a part of the record 
Mr. Dickinson, we are delighted to have you with us today. If you 
could be ever mindful of the red hght, we will be appreciative. 

STATEMENT OF TODD DICKmSON, ACTING ASSISTANT SEC- 
RETARY OF COMMERCE AND ACTING COMMISSIONER OF 
PATENTS AND TRADEMARKS, U.S. PATENT AND TRADEMARK 
OFFICE 
Mr. DICKINSON. Thank you, Mr. Chairman and members of the 

committee. Thank you for providing me this opportunity to present 
the views of the administration on the Committee Print of the 
American Inventors Protection Act and H.R. 1225. We appreciate 
your support of this important legislation and for calling this hear- 
ing. 

Although I am relatively new to this position, I have worked as 
an intellectual property practitioner for over 20 years. I know that 
this subcommittee has been at the forefront of reshaping America's 
intellectual property system for the 21st Century. 

So, I come before you for the first time with admiration for the 
work you have done and a commitment to work with you. Mr. 
Chairman, let me also say for the record, since this is my first ap- 
pearance before the subcommittee and if I could paraphrase a great 
American, I hope you will find that I am an easy dog to hunt with, 
Mr. Chairman. 

Mr. COBLE. Thank you, sir. You flatter me. 
Mr. DICKINSON. The issues before us today were the subject of 

substantial consideration in the last two Congresses and were pas- 
sionately debated. Thanks to your leadership omnibus legislation 
passed the House. 

Unfortunately, a consensus could not be reached on the Senate 
side. We at the PTO want to work with the subcommittee to build 
a consensus and improve the strongest and most efficient patent 
system in the world. To that end, the PTO recently sponsored a 
round table discussion on possible legislative initiatives to modiiy 
the patent system. 
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The session exceeded expectations in that the discussions re- 
vealed agreement on certain issues and avenues for agreement on 
others. I hope that discussions among all of the interested parties 
will continue toward a positive result. 

I also want to acknowledge the valuable contribution made by 
Congressman Rohrabacher and his staff to this veiy constructive 
(>rocess and also thank Congressman Campbell for his interest. We 
ook forward to meeting with him. 

I firmly believe that working together we can all craft a bill that 
will be enacted during the 106th Congress. This hearing, Mr. 
Chairman, serves as an excellent starting point. Let me now turn 
to the Committee Print and Reauthorization Bill before us. 

Mr. Chairman, the administration supports title I. It would help 
reduce the number of instances in which inventors are cheated out 
of their hard earned money and robbed of their dreams by fraudu- 
lent invention promoters. 

These scams rake in more than $200 million a year and are tar- 
geted at those who can afford it the least: independent inventors. 
Your Committee Print's mandatory contract disclosures, reporting 
procedures, and penalty provisions would go a long way toward ad- 
dressing this serious problem. 

With regard to title II, the administration has previously sup- 
ported the concept of a defense to infringement based on first to in- 
vent. We also appreciate, however, that this proposal has been the 
source of substantial concerns. We look forward to working with 
you to craft provisions that would appropriately address those con- 
cerns and hopefully create a defense that is fair to all interested 
parties. 

While we understand and appreciate the concerns which prompt- 
ed the drailinB of the Patent Term Guarantee Title, we do have 
some concern mat it may turn what used to be a fairly simple proc- 
ess, possibly into an overly complex and burdensome one. 

What may occur, for example, is a potentially large increase in 
the number of petitions coming into the office resulting in a det- 
rimental impact on our smooth operation. We want to work closely 
with the suDcommittee to simplify and clarify some of the more 
technical aspects of these provisions. 

With respect to title IV, the administration has previously sup- 
ported publication at 18 months of patent applications, except those 
that are withdrawn or subject to a secrecy order. 

Title rV of your Committee Print would make a change in a posi- 
tive direction, enabling the U.S. pubhc to review, in English, mose 
patent applications pending after 18 months that were filed both 
in the LJ.S. and a foreign country. American inventors would be 
able to learn of technological advances more quickly and thereby 
avoid duplicating the efforts of others; something their foreign 
counterparts already do. 

Mr. Chairman, in addressing the concerns of opponents of the 
frevious legislation though, it is also important to note that title 

V does contain additional safeguards, provisional rights, which 
would provide fair royalties, for pre-grant commercial use. 

Mr. Chtiirman, we support Title V, the Patent Litigation Reduc- 
tion Act. Our current reexamination procedures provide a low-cost 
alternative to litigation to confirm tne validity of a patent. Im- 
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provements in this title will benefit all patentees especially small 
entities who often do not possess the resources to engage in costly 
and time-consuming htigation. However, we want to work with the 
subcommittee to ensure that this title provides appropriate safe- 
guards against possible abuse. 

Mr. Chairman, with respect to title VI, we salute you for your 
continued leadership on this issue. We do, however, urge you and 
this subcommittee to consider the administration's approach to 
helping the PTO oj>erate more efficiently. 

As indicated in the President's fiscal year 2000 budget, the ad- 
ministration is developing legislation to establish the PTO as a per- 
formance-based organization or PBO. We will share that legislation 
with you in the very near fiiture and look forward to working with 
you to craft language that will produce an efficient, cost-effective 
organization to carry us into the 21st Century. 

Turning to the Reauthorization bill, I want to thank you for yoiir 
continuing efforts to ensure that PTO has the appropriate re- 
sources to do its job. The President's budget proposal would author- 
ize the PTO to charge and collect additional fees sufficient to cover 
costs associated with certain retirement benefits of PTO employees. 

As H.R. 1225 would prohibit such additional fees, we would op- 
pose the bill as currently drafted. We are willing to work with the 
subcommittee to address concerns about imposing unnecessary 
costs on our users. We continue to believe that the PTO needs to 
be a self-sufficient agency. We will work with you, of course, on this 
issue as the appropriations process continues. 

Thank you again, Mr. Chairman, for the opportunity to testify on 
this important legislation. 

[The prepared statement of Mr. Dickinson follows:] 

PREPARED STATEMENT OF TODD DICKINSON, ACTING ASSISTANT SECRETARY OF COM- 
MERCE AND ACTING COMMISSIONER OF PATENTS AND TRADEMARKS, U.S. PATENT 
AND TRADEMARK OFFICE 

SUMMARY 

Committee Print + "American Inventors Protection Act" 
The Administration supports Title One. It would help reduce the number of in- 

stances in which inventors are cheated out of their hard-earned money and robbed 
of their dreams by fraudulent invention promoters. The Committee Print's manda- 
tory contract disclosures, reporting procedures and penalty provisions would go a 
long way toward addressing this serious problem. 

With regard to Title Two, the Administration has previously supported the con- 
cept of a defense to infringement based on "first to invent" and also appreciates, 
however, that the proposal has been the source of substantial concerns. Tlie Admin- 
istration looks forward to working with the Subcommittee to craft provisions that 
would appropriately address those concerns and hopefully create a defense that is 
fair to all interested parties. The Administration also wants to work with the Com- 
mittee to clarify that the Government would be able to avail itself of the defense. 

While the Administrtion understands and appreciates the concerns which prompt- 
ed the drafting of the "Patent Term Guarantee" Title, it has some concern that it 
may turn what used to be a fairly simple process into an overly complex and bur- 
densome one. What may occur, for example, is a potentially large increase in the 
number of petitions coming into the OfSce, resulting in a detrimental impact on the 
smooth operation of the patent system. The Administration wants to work closely 
with the Subcommittee to simplify and clarify some of the more technical aspects 
of these provisions. 

With respect to Title Four, the Administration has previously supported publica- 
tion at 18 months of all patent applications, except those that are withdrawn or sub- 
ject to a secrecy order. Title Four would make a change in a positive direction, ena- 
bling the U.S. public to review, in English, those patent apphcations, pending after 
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18 months, filed both in the U.S. and a foreign country. American inventors would 
be able to learn of technological advances more quickly and thereby avoid duplicat- 
ing the efforts of others, something their foreign counterparts already do. It is im- 
portant to note that Title Four contains safeguards + provisional rights + providing 
fair royalties for pre-grant commercial use. 

The Administration supports Title Five, the "Patent Litigation Reduction Act." 
Our current reexamination procedures provide a low-cost alternative to litigation to 
confirm the validity of a patent. The improvements in this title will benefit all pat- 
entees, especially small entities who often do not possess the resources to engage 
in costly and time-consuming litigation. However, the Administration wants to work 
with the Subcommittee to ensure that this Title provides appropriate safeguards 
against abuse and addresses recent court decisions such as Portola Packaging. 

With respect to Title VI, the Administration urges the Subcommittee to consider 
the Administration's approach to helping the PTO operate more efficiently. As indi- 
cated in the Presidents Fiscal Year 2000 budget, the Administration is developing 
legislation to establish the PTO as a Performance-Based Organization or PBO. The 
Administration will share that legislation with the Subconunittee and looks forward 
to working with the Subcommittee to craft language that will produce an efiicient, 
cost-efifective organization to carry us into the 21st Century. 
HJi. 1225 

The President's Budget proposal would authorize the ITO to charge and collect 
additional fees sufficient to cover costs associated with certain retirement benefits 
of PTO employees. H.R. 1225 would prohibit such additional fees and the Adminis- 
tration opposes H.R. 1225 in its current formulation. The Administration continues 
to believe that the PTO needs to be a self-sufficient agency tind will, of course, work 
with the Subconunittee on the issue as the appropriations process continues. 

STATEMENT 

Mr. Chairman and Members of the Committee: 
Themk you for providing me with this opportunity to present the preliminary 

views of the Administration on the Committee Print of March 18, 1999, the "Amer- 
ican Inventors Protection Act," and H.R. 1225, the "United States Patent and Trade- 
mark Office Reauthorization Act, Fiscal Year 2000," as introduced on March 23, 
1999. The Administration is reviewing these recent drafts and may have fiulher 
comments on them. We appreciate your support of this important legislation and 
your calling this hearing. 

Proposals to reform patent law and the Patent and Trademark Office's (PTO) 
operational authority were the subject of substantial consideration in the last two 
Congresses and were debated under unprecedented scrutiny. Thanks to your leader- 
ship, omnibus legislation passed the House. Unfortunately for the process, a consen- 
sus leading to enactment could not be reached on the Senate side. 

We at t£e PTO want to work with the Subcommittee to build a consensus and 
improve what we believe is the strongest and most efficient patent system in the 
world. 

To that end, this past January the PTO sponsored a round table discussion on 
possible legislative initiatives to modify the patent system, in particular those which 
were addressed in the previous Congresses. Attendees included Congressional staff 
and representatives from PTO's many diverse constituencies including independent 
inventors, intellectual property trade associations, universities and large and small 
business interests. The g^up was carefully balanced between supporters and oppo- 
nents of the previous legislation. The piupose of the full-day round table discussion 
was not to reach any particular consensus, but to provide a forum for an open and 
firank discussion on the important issues before us. That is exactly what happened. 
The session was widely regarded as exceeding expectations as the discussions re- 
vealed agreement on certain issues and avenues for agreement on other issues 
where any agreement seemed unlikely. I hope that discussions among all the inter- 
ested parties will continue toward a positive result. And in this regard, I certainly 
want to acknowledge the valuable contribution made by Congressman Rohrabacher 
and his staff to this constructive process. 

I firmly believe that, working together, you and other interested Members of Con- 
gress, the Administration and parties representing our user groups, both large and 
small, can craft a bill that will reach the President's desk during the 106th Con- 
gress. Holding this hearing, Mr. Chairman, serves as an excellent starting point. 

I would now Uke to discuss the provisions of the bills and, where appropriate, sug- 
gest improvements that the Administration believes would achieve our common 
goals of increasing productivity and cost effectiveness and deUvering the best quality 
service to our customers. 
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COMMITTEE PRINT 

TUUI 
One of the greatest threats to the integrity of our process is the proliferation of 

so-called invention promotion or marketing organizations. There can be little doubt 
that the scandalous invention marketing schemes are among the greatest problems 
faced by the independent inventor and very small business concerns. Raking in 
more that $200,000,000 each year—most often from those who can least afford it— 
these fraudulent firms do more than simply take the inventors' money; they rob 
them of their hopes and dreams. The damage to America wrought by these firms 
goes to the heart of our free enterprise system, and serves to depress and discourage 
one of oiir most unique sources of new icleas. 

Far worse, because of Umitations on our authority, the PTO and even the FTC 
have been less effective thsm we would like and remain under-equipped to address 
this problem, which grows every year. Title I of the Committee Print, the "Inventors' 
Rights Act," would give us additional tools to help ensure that inventors have a 
cause of action against unscrupulous invention promoters who collect a good deal 
of money up front fi-om their inventor clients but deliver little in the way of service. 
Title I would require aU invention promoters to provide clear written contracts stat- 
ing plainly what invention promotion services axe to be provided and at what cost. 

Mr. Chairman, the Administration strongly supports your efibrts to craft provi- 
sions to help reduce the number of instances in which inventors are cheated out of 
their hard-earned money and robbed of their dreams by fraudulent invention pro- 
moters. Agents in other fields, literary agents for example, generally collect their 
money afl«r they have performed services for their clients. Their fees often comprise 
a certain percentage of the earnings their activities generate for the client, and they 
report regularly to the cUents on activities undertaken on their behalf. This title 
would hold invention promoters to similar standards. 

As in other areas known to have problems with consumer fraud, clients of inven- 
tion promoters would be given a cooling-off period of five business days during 
which they could cancel the contract by letter. Invention promoters would have to 
inform customers of the right of cancellation in the contract and in a conspicuous 
cover sheet to the contract in clearly legible, bold-face type. The cover sheet also 
would have to provide facts about the number of inventions evaluated by the com- 
pany, the number of positive and negative evaluations given, the number of con- 
tracting customers in the previous five years and the niunber of those customers 
who had earned more than the fees paid as a result of the work performed by the 
company. Finally, invention promoters would be required to report to their clients 
regularly regarding work done to promote the client's invention and the results of 
that work. Ffdlure to fulfill these conditions could form the basis of a civil suit, if 
the customer later learned that he or she had been paying for services that were 
notprovided. 

The Administration supports the concept of providing inventors with sufficient in- 
formation to enable them to make an informed decision as to whether to retain an 
invention promoter. We also are considering the concept of a cause of action against 
those who fail to provide mandated information or commit fraud. We have some sug- 
gestions regarding this title as proposed, and look forward to working with you and 
the Subcommittee to craft provisions that will help inventors protect themselves 
from unscrupulous opportunists who are interested only in the inventors' money, not 
in developing their inventions. 
TUUII 

The Administration has previously supported the concept of a defense to infringe- 
ment based on "first to invent" and we understand and appreciate that the proposal 
has been the source of substantitd concern. While we think there are significant, le- 
gitimate and often troublesome concerns which need to be addressed, we look for- 
ward to working with you to craft provisions that would appropriately address those 
concerns and hopefully create a defense that is fair to all interested parties. 

If enacted, title II, the "First to Invent Defense Act," would provide a defense 
against charges of patent infringement for a party who had, in good faith, actually 
reduced the subject matter to practice at least one year before the effective filing 
date of thepatent, and commercially used the subject matter before the eflfective fil- 
ing date. "Effective filing date" would mean the filing date of the earliest filed appli- 
cation relied upon in the application which resulted in the patent. 

The "first to invent" defense would be available so long as the party asserting it 
did not derive the subject matter he or she was exploiting commercially from the 
patentee or anyone in privity with the patentee. The defense would apply only to 
the subject matter in dispute and would not give the party a general license to use 
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all of the technology claimed in the patent. The defense, if upheld, also would not 
in itself cause a patent to be deemed invalid either under the bars to patentability 
of section 102 of the patent law or as non-obvious under section 103. 

Finally, we wish to work with the Committee to incorporate the requisite tech- 
nical amendments to clarify that the Government also would be able to avail itself 
of the defense. 
TitU III 

The Administration continues to review the provision of title III, the "Patent Term 
Guarantee Act." This title would extend the term of patents to compensate for cer- 
tain processing delays specified in an amended paragraph (bXlXA) of section 154, 
and for delays in the prosecution of applications pending more than three years. In 
addition, extensions will be available for delays in issuance of a patent due to inter- 
ference proceedings, secrecy orders, and appellate review. Extensions for delays list- 
ed in peiragraph (bXlKA) and for appellate review would be limited to ten years. 
All other extensions would be calculated on a day-for-day basis without limitation. 
This is an undesirable departure from current law, which provides a maximum five- 
year extension for delays in issuance due to secrecy orders and appellate review. 

We would hope that any provisions under this title would be crafted in such a 
manner as to minimize administrative burdens on the PTO and provide sufficient 
lead-time for implementation. We are currently reviewing the potential impact on 
our operations if we were to implement this title as proposed, and will share our 
findings with you in the near future. 

Whue we understand and appreciate the concerns which prompted the drafting 
of this Title, we have some concern that it may take what used to be a fairly simple 
Erocess, calculating patent term, and possibly render it into an overly complex and 

urdensome one. YTOVD. the ITO's perspective, what may occur is a potentially large 
increase in the number of petitions coming into the Office, placing significant ad- 
ministrative burdens on the PTO, and resulting in a detrimental impact on the 
smooth operation of the patent system. We beheve that it would be advantageous 
for the PTO to work closely with this subcommittee to simplify and clarify some of 
the more technical aspects of these provisions. 

We also would note that the Administration cannot support an unlimited exten- 
sion resulting frova. delays in grant as a result of interference proceedings. We 
shotild instead strive to streamline the interference process to eliminate delays, 
rather than provide for unlimited extensions of the term to compensate for them. 
Title IV 

Mr. Chairman, provisions for the early publication of patent applications have 
been hotly debated for many years. It is my hope that PTO efforts toward reduced 
cycle time and other efficiencies will, in the near future, obviate the need for any 
early publication prior to grant. For example, we are committed to improving our 
services by hiring 700 new examiners this year as well as in 2000 (in addition to 
the 720 examiners hired in 1998), providing additional databases to examiners, pro- 
viding assistance in automated searching and freeing up patent examiners from 
non-examination duties. We are also working to process all Patent Cooperation 
Treaty applications electronically; convert to electronic format sdl incoming U.S. 
paper patent appUcations; electronically classifying incoming patent applications to 
Technology Centers; performing electronic patent ' pre-searching;" and electronically 
accessing patents issued by the European and Japanese Patent Offices. 

Title IV, the "Publication of Foreign Applications Act," would make important 
substantive changes to our patent law. It would provide for publication of patent 
appUcations 18 months after filing unless the applicant were to certify upon filing 
that the invention was not and would not be the subject of an application filed in 
a foreign country. This title also would provide provisional rights to patentees to ob- 
tain reasonable royalties if others make, use, sell or import the invention during the 
period between publication and grant; provide a prior art effect for published patent 
appUcations; require a GAO study on applicants filing only in the United States; 
and authorize fee adjustments to recover the cost of early pubUcation. 

The Administration has previously supported early publication at 18 months of 
all patent applications, except those that are withdrawn or subject to a secrecy 
order. As early as 1966, President Johnson's Commission on the Patent System rec- 
onunended, among other things, publication of patent applications after 18 months. 
More recently, President Bush's Secretary of Commerce established a Commission 
on Patent Law Reform that recommended, among other things, early pubUcation of 
Eatent appUcations. In spite of these recommendations over the past 30 years, the 

iw still reqxiires that patent appUcations be kept from the public until a patent 



22 

issues. If a patent does not issue, the information contained in the application is 
never made pubUc unless the applicant chooses to do so. 

The primary reason for support of earlv publication of patent applications is that, 
under ciurent laws, foreign companies nave the advantage of reviewing, in their 
own language, technology claimed in patent applications 18 months after those ap- 
plications are filed in meir countries. American companies and inventors do not 
enjoy this benefit. 

Title rv would make a change in a positive direction, enabling the U.S. public to 
review, in English, those patent applications, pending ailer 18 months, filed both 
in the U.S. and a foreign country. Since applications from foreign applicants make 
up approximately 43% of all patent applications received by the PTO, it is worth 
noting that foreign origin applications would be published in the U.S. 18 months 
after their foreign filing date, which would generally be 6 months after they are re- 
ceived by the PTO and at the same time they tu-e published abroad. 

Proponents of early publication have effectively argued that such pubhcation fiil- 
fills tne Constitutional objective of the patent power to promote tne usefiil arts. 
Early publication of patent applications allows people to learn of technological ad- 
vances more quickly and thereby avoid duplicating the efforts of others. 

However, in addressing the concerns of opponents of the previous legislation, it 
is important to note that Title IV contains safeguards to ensure against use of pub- 
lished information by unauthorized parties. It would provide provisional rights fol- 
lowing publication of an application. Anyone who used an invention prior to the 
time the patent was granted would be liable for reasonable royalties for the period 
from publication until the patent's grant and, of course, would be subject to normal 
penalties for patent infringement upon grant. The availability of provisional rights 
would, however, be conditioned upon a claim in the published application being 
"substantially identical" to a claim in the patent. Since this would be a fairly strirt 
standard to satisfy, the provisional protection accorded may need to be strength- 
ened. 

Section 405 of title IV would also add to the bars to patentability, contained in 
section 102 of title 35, United States Code, provisions dealing with published appli- 
cations. Section 405 would also amend section 102 to expand the prior art effect of 
granted patents. This expansion of effect has not been widely discussed in the U.S. 
and we look forward to a full discussion of the matter as the legislative process con- 
tinues. 
Title V 

Title V, the Tatent Litigation Reduction Act," is appropriately named and is 
strongly supported by the Administration. Our current reexamination procedures 
provide a low-cost alternative to litigation to confirm the validity of a patent. An 
improved reexamination system will provide a better, low-cost alternative to litiga- 
tion. These improvements will inure to the benefit of all patentees, especially small 
entity patentees who, often, do not possess the resources to engage in costly and 
time-consuming litigation. 

This title would expand the role of a third-party requester in reexamination pro- 
ceedings. Further, the changes proposed would make reexamination a more effective 
and, therefore, more attractive option for resolving questions of patent validity, 
many of which sue now handled by the courts. 

Title V would provide limited, yet meaningful, participation by third-party reques- 
tors through a reexamination proceeding resulting from their request. The third- 
party would be served with copies of any papers submitted by the patentee during 
reexamination proceedings and would have an opportunity to submit written com- 
ments within a reasonable time. Third-party requestors edso would be given a right 
of appeal from a final decision of the PTO in favor of the patent owner. 

To help protect against abuse, however. Title V also would create a statutory es- 
toppel against fiirther litigation of patent validityquestions by a third-party, after 
theparty seeks {md obtains judicial review of the PTO's determination in their case. 

The Administration would be pleased to work with the Committee staff to ensure 
that Title V, in addition to the cnanges proposed, addresses several recent court de- 
cisions, such as Portola Packaging, mat have adversely affected the effectiveness of 
reexamination proceedings. 
TitUVl 

Title VI, the "Patent and Trademark Office Efficiency Act," would establish the 
PTO as an independent agency, separate ft«m any department of the U.S. Govern- 
ment, but under the policy direction of the Secretary of Commerce. 

Mr. Chairman, wlule we again salute you for your continued leadership on this 
issue, we urge you and the Subcommittee to consider the Administration's approach 
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to helping the PTO operate more effidently as a Perfonnance Based Organization 
(PBO) within the Department of Commerce. 

As indicated in the President's Fiscal Year 2000 budget, the Administration is de- 
veloping legislation to establish a number of PBOs including the PTO. Implementa- 
tion of the PBO concept is intended to help selected Government agencies function 
more efficiently and effectivelyand better serve their customer base. The PTO-PBO 
legislation would encourage PTO executives to bear greater responsibility for the 
PTO's level of performance. The executives would receive bonuses if they were suc- 
cessful in meeting tough annual performance goals established in performance 
agreements with the S^retary of Commerce. To aid them in achieving those goals, 
the executives would be empowered with greater flexibility in hiring, compensation 
and procurement. 

The PTO's operations make it a good candidate for conversion to a PBO. PTO 
functions in a ousiness-Uke manner and is completely Ainded by fees paid by the 
users of our services and products + patent applicants and owners ana trademark 
applicants and owners. In addition, most of the service functions of the PTO are 
measurable. Standards of quality and quantity can be set and the organization's 
performance evaluated using those standards as yardsticks. 

That said, however, I must note that there is a significant difference between the 
Administration's vision of the structure of the organization and the structure that 
would be created by the bill. The Administration would like to see the PTO trans- 
formed into a PBO, taking into account the particular nature of PTO, as well as 
the lessons learned from enacted PBOs. In the Administration's vision, the PTO's 
g)Ucy making functions in relation to intellectual property would remain part of the 

epartment of Commerce, under the direction of an Under Secretary for Intellectual 
Property, who would be appointed by the President with the advice and consent of 
the Senate. Such an arrangement would help ensure that the inherently govern- 
mental poUcymaking functions of the Under Secretair are placed clearly under the 
supervision of the appropriate Cabinet Department. It would also help ensure that 
intellectual property issues are considered as an integral part of each Administra- 
tion's programs, as the Under Secretary would, through the Secretary, advise the 
President on both domestic and international intellectual property matters and en- 
sure that these important issues are part of Cabinet deliberations. Finally, the ar- 
rangement would help ensvire that each Administration's objectives and priorities 
are reflected in the preparation of any intellectual property legislation and in inter- 
national negotiations involving intellectual property. 

We look forward to working with you to craft language that will produce an efifi- 
cient, cost-effective organization to carry us into the 21st Century. 
TitUVII 

Title VII contains miscellaneous changes to our patent system. Subject to certain 
amendments of a technical nature, the Administration genertdly supports these pro- 
visions. We would be pleased to work with the Subcommittee staff to include a num- 
ber of other items of a miscellaneous or technical nature that would help streamline 
procedures in the PTO and benefit our customers. 
HJt. 1225 

Mr. Chairman, we are concerned that the PTO Reauthorization bill differs irova 
the approach taken in the President's FY 2000 Budget proposed. The President's 
Budget proposal would authorize the PTO to charge and collect additional fees suffi- 
cient to cover the accruing indirect personnel costs associated with post-retirement 
health and life insurance of PTO employees. As H.R. 1225 would prohibit such addi- 
tional fees, we would oppose the bill as currently drafted, but we are wiUing to work 
with the Subcommittee to address concerns about imposing unnecessary costs on 
our users. We continue to believe that for the PTO to be a truly self-sufficient agen- 
cy, it needs the authority proposed in the President's Budget. We will, of course, 
work with you on this issue as the appropriations process continues. 

Mr. COBLE. Commissioner, you are indeed an easy dog to hunt 
with. You almost beat the red light. 

Mr. DICKINSON. Thank you. I tried. I really tried. 
Mr. COBLE. Good to have you with us. Commissioner, why is it 

important for the Patent and Trademark Office to function in some 
operational respects not unlike a performance-based organization? 
How is the PTO different from most other Government agencies? 

Mr. DICKINSON. Well, it differs I think in large part because we 
are very much like a regular business. We tate in revenue. We 
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produce a product. We produce patents and trademark registra- 
tions. We are also fully fee funded. All of the money that comes to 
us comes from oiu- fee payers. 

So, we believe that this would make the PTO a good candidate 
for a performance-based organization. We can measure the kind of 
work that we do, the quantity and quality of that work against cer- 
tain performance measures. We could arrive at performance agree- 
ments which allow us to monitor, measure, and incent better per- 
formance, more efficient and effective performance of our staff and 
of our managers. 

It would also provide us some greater flexibility than the current 
statutory systems and rule systems sdlow in the Federal Govern- 
ment, particularly in the areas of hiring, compensation, and pro- 
curement, which are very difficult. So, we are hopeful of addressing 
those in our legislation and appreciate your interest as well. 

Mr. COBLE. Some people, perhaps many people, who use your 
agency are weary of a possible creation of another surcharge. You 
will recall, Commissioner that the surcheu-ge, I think it was im- 
posed or enacted in 1990, expired last year. We elected not to 
renew it. 

We furthermore reduced the patent fees, you may remember. I 
guess by implication, I am saying I agree with those folks who are 
wary why Commissioner can we not use the rather sizeable sur- 
plus, about $160 million I think, carried over from fiscal year 2001 
to be used to fund the health benefit programs? 

Mr. DICKINSON. Mr. Chairman, we are, as I mentioned, the only 
fully fee funded agency in the Federal Government. That is my un- 
derstanding. It is very important that we have a commitment to 
the Vice President and the President to align oiu- fees with ovu* 
costs. 

We have been asked and the administration has proposed that 
we have a pilot program which would have this surcharge to take 
up these retirement benefits. As I mentioned, I think all of us 
agree that it would be appropriate if the PTO was able to keep the 
fees that are paid to it. 

Along with that, however, comes the obligation to make sure that 
we also pay those liabihties that accrue. That $20 miUion was pre- 
viously paid by 0PM. It was not paid by us. This would cause it 
now to be paid out of our funds. Why it would not come out of the 
carryover? That carryover serves several purposes for us. 

First of all, it represents work that has already been done; work 
that is going to be paid for, rather, in the future. Fees get peiid up 
front in many cases and need to be amortized into the future. 

We also need to make sure that we have appropriate revenue for 
our Space ConsoUdation Program and our IT infrastructure. 

Mr. COBLE. And then we will continue dialogue on this. Regard- 
ing the Committee Print, Commissioner, to safeguard the ability of 
the PTO to secure a new facihty to serve its many users, and this 
has been ongoing for some time, as you know, is it progressing fa- 
vorably? 

Mr. DICKINSON. We think it is, Mr. Chairman. We certainly ap- 
preciate yours and the committee's support on this project. As you 
know, we have a very significant space problem at the moment. We 
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are spread out over 18 buildings in Crystal City, almost a mile and 
a half from one end to the other. 

Where it stands at the moment is we are anticipating that the 
lease award will be made later this spring. We have reached sub- 
stantial agreement with all of our unions now, for example. We an- 
ticipate that the Procurement Panel, who is the body that is for- 
mally ch£u-ged with making this lease award, will do that later this 
spring. 

Mr. BERMAN. YOU have a few problems with homeowners in Alex- 
andria. 

Mr. DICKINSON. We have a couple of issues; challenges we like 
to think of them, Congressman. We have had litigation filed by our 
current landlord, both in the Eastern District of Virginia and here 
in the District of Columbia. 

The litigation was filed in Virginia alleging that we have not pro- 
vided all of the information that was needed for one of the bidders, 
that is our current landlord, who is still one of the three remaining 
bidders, to make the best offer that they needed to make. 

That is called a POR, Program of Requirements. The judge asked 
us to provide that to all of the bidders and enjoined the process 
fi-om going forward briefly while we did that. We will provide that 
in a couple of weeks. 

[The information referred to follows:] 
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INTRODUCTION 

A. Backfroand 

Punuant lo SoUcltatlca for OfTen (SPO) No. 96.004, the Oencra] Sovices Atkninijilnilian (OSA), as 
agent for Ihe United Stales Patent md Ihidaiiark Office (FTO), is compeliUvely procuring 
approxiimidy 2 millian occupiaUe square feet of offlce and related spax for PTO's cmsolidaled 
beadquarten needs for the next 20 years. This Program of Requirements (POR) document hs been 
developed, consistent with Section D.2.1 of tlie SPO, to defiiw the Oovenuneot's compretnuive interior 
atdiitectural program of rcquiieinenu for Die inlerior build-out of the consolidated facility. In 
accordance with the SPO, Ibis POR provides a detailed descripliOD of the number and size of spaces 
required for the Joint-Uae spaces, distributed spaces, office spaces and stippon spaces. The POR includes 
adjacency requirements and prototypical space layouts for staodaid office types snd support spaces. 

CoDsisteiit with the SFO, the Lessor will be required, after award, to peifonn a Program 
Verification of the POR and to produce a Space Analysis, Universal Plan and related 
budget for the Pit-Out of the entire Facility. The Lessor is responsible for carefully 
integratiiig the Base Building and Fit-Out woik, and will schedule the Base Buildfng 
constmctioa stich that all Base Building construction is completed to an appropriate level 
before Fit-Out construction begins. Consistent with the SPO, the Government will woik 
closely with the Lessor, in an integrated manner, to review and approve die Lessor's 
design and construction of Ihe Facility. Government reviews will seek to identify 
potential design flaws, minimize costly misdirection of effort, and assist the Lessor in 
fulfilling its sole responsibility to contintially monitor whether its design and 
construction comply with Applicable Laws and satisfy Lease requirements, including the 
Government's POR and the Government's desire to receive Inequality Rt-Out in a 
manner that is within the iqjplicable budget and schedule. 

B. Stmclnre of the POR 

The POR is divided into three sections, as follows: 

1. Spac* Breakdown and AOacsncy Ustiiig, whidi sets folh the PTO'i spece allocation standards; 
the amount of dosed ofTice/worlffitaiioa and suppon space the various FTO organizations requiiv: 
and Ihe amount of distributed and Joint-Use space the agency requirea. 

2. Tcnasrt Space CvnstradiDn Standards, which detail the Pit-Out of the facility. 
3. Protatjpicals, to aid in prognumnng dosed ofiice/warksUttiaa, sijppart and Joint- Use space. 
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D. Abbrevtaliona/AcroDj'nis 

The abbreviaticas/acronyms on the following pages are used throughout the Program of Reqtiiremeats. 

Abbreviation/Acronym Orsanization 
ECC Call Center and Marketing Services Program            [ 
CMSO Customer and Markcuni; Services Gnnip                  | 
CSP Customer Services Pnjgram 
OSA General Services Adininisiration 
A/IDO Immediate Office of the Adnxnislralor-                   1 

Information DisseminaUnn Organization 
K3 Inspector Oeneral 
IDO Information Dissemination Organization 
NLSO Nalumiil Library Services Group 
OAS Office of Administrative Services 
OPTl Office of Patent and Trademarlc Infomialion 
OPR Office of Public Records 
OSA Office of Space Acquisition 
OUT On-Line Pubtiahing Program 
OPP Optical Publishing Plogram 
PTDDP Patent and Trademark Data Diasemiiulion 

Program 
PTDLP Patent and IVademaifc Depositary Library 

Program 
FTC Patent and Trademark Office 
per Patent Cooperation Treaty 
PSF Public Search FaciUty 
PSSP Public Search Services Program 
snc Saentific and Technical taformation Ceolex 
TAFP Technology Assessment and Porecasl Program 
TSQ Technology Services Group 
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AbbrCTtottona/Atronyiiig Conttnued 

Abbreviation/Acronym Technical Term 
AFF Above Finished Floor 
ADA Americans with Disabilities Act 

CAHU Compuier Air Handling Unit 
cxrrv Closed Citcuil Television 
CADD Computer Aided Desiim and Drafting 
COR Contracting Officer's Representative 
CFM Cubic Feel per Minute 
DDT Devdopmcnt Design Team 
DCF Distributed Computer Facility 
EPO 
EPS Emefgoicy Power Supply 
Fc Fool candle 
GFI Ground Fault Interrupt 
HVAC Heating, Venalauon and Air Conditianing 
LAN Local Area Network 
MDF 
MAP Metropolitan Archilccte and Planners 
NRC Noise Reduction Coefficient 
PCU Power Distribution Unit 
POP Point of Presence 
PVC Polyvinyl chloride 
FOR Program of Requirements 
CHURN Recurring construcuon and fumitun: costs 

associated with organizatiooal changes 
SFO Solicitation for Offers 
STC Sound Transmission CoefTinent 
SF Square foot/feet 
SPE Supervisory Patent Exammers 
TED Tel^ihonc, Elecu^cal and Data outlet 

Configuraiioo 
UPS Uninterrupted Power Supply 

VAV Variable Air Volume 
VAC Volt Amp Circuit 
TOD To be deiermmed 
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SPACE BREAKDOWN AND ADJACENCY LISTING 

A. Modular Space Plaimiiig Approach 

The FIX) has adopted a modular approach to space planoing and design in order to 
promote easy, cost-effective reuse and reassignment of die agency's space over the term 
of the Lease. Space aUocation standards in the POR are all based on a S'-O" planning 
module. These standanls are structured as interchangeable units. This permits niulti|rie 
uses of satne size spaces. 

B. Space Types 

The occupiable space at the consoUdated facility is divided into four basic cat^ories of 
space use: 

1. Closed Office and Workstation Space 
2. Support Space 
3. Distributed Space 
4. Joint-Use Space 

The POR employs two primary closed ofRcc sizes: 120 SF and 150 SF. Most oih» 
workstations, office support areas, and distributed spaces are sized as dimensional 
derivatives of these two closed office sizes. Joint-Use Spaces are sized based upon their 
special-purpose use. 

C. AOowance for Layout Factors 

In order to generate an interior dimension which is as close as practicable to the square 
footage standard that has been established for each space type, the standards that are 
identified in the POR account for space required for wall footprints and other layout 
factors. Therefore, for space planning/programming purposes, the POR indicates that 
150 SF closed offices should be prognmmicd at 155 SF and 120 SF closed offices should 
be programmed at 125 SF. This approach is dictated by agreements with the FTO's three 
employee bargaining units. For example, per agreement with the Patent Office 
Professional Association, 150 SF closed offices occupied by bargaining unit members 
shall include no less than 145 SF of actual space. 

62-505 00 - 2 
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D.      OrciilatfoD 

The POR applies primary and secondary circulation factors to tbe square footage 
allocated for Qffice/Woikstation, Support, and Distributed Space. The resulting square 
footage is allocated to primary or secondary circulation, as applicable. For Joint-Use 
Spaces, secondary circulation is accounted for in tbe ^ce allocation; and aprimaiy 
circulation factor is then applied to this total 

Circulation factors used in the POR are based on a combination of (i) the PTO's 
experience with space layouts at its cuirent facilities, and (ii) a leview of the GSA's 1994 
publication entitled Space Utilization Study: An Examination of Primary and Internal 
Circulation in Federal Office Space: A Guideline to Space Programming Mult^liers. 

E.      Space Allocation Guidelines 

1.       aoscd Office & Woriutation Standards 

Two closed office standards have been established, based on agreements reached with the 
PTO's bargaining units: 150 SF and 120 SF. All open systems furniture workstations 
and other closed office sizes are dimensional derivatives of these two basic closed office 
standards. 

For space programiuing and design purposes, placement of closed offices should 
maximize use of perimeter space; and closed offices should be planned with blocked 
sight lines wherever possible. To allow natural light to penetrate interior spaces, where 
practicable, interior waUs should be designed utilizing clerestories. 

Organizationally, the ofHce and workstation standards are as follows: 

Office of the Assistant Cotnmissioner for Trademaiics: 
120 SF Closed Private Office Attorneys and Professionals 
80 SF Open Workstation Technical Support Staff 

All Other pro Offices: 
150 SF Oosed Private Office Professionals GS-13 and above 
150 SF Oosed Shared Office-2 per office Professionals GS-12 and below 
75 SF Open Workstation Technical Support Staff 
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2.       Support Space Standards 

Support Space is assigned to a particular oi^anization to bouse that organization's 
ooimnoo functions. Square footage standanls for the various support spaces are 
dimensional doivatives of the plaruiing module. 

For space programmiiig and design purposes, these support spaces should be placed on 
the interior of a building floorplate, whenever possible. Pile rocnns and hl^rary/refereace 
areas should be planned for that portion of the building floor which is capable of 
supporting a live load of ISO Ibs./SF.' 

In die FOR, Siq)port Space is categorized according to the following functional uses, 
each of which is identified by the assigned abbreviation(8): 

a. Contractor Room-CT 
b. Coat Closet-CC 
c. Electronic Information Center-EI 
d. 
e. 
f. 
g- 
h. 

i. 

Equipment Room-BQ, ZP 
FUe Room- FH, FK, FL, FO. FX 
Hearing Room-HR 
Holdmg Aiea-HA 
Infoiniation Technology Rocans (Other than Distributed Computer 
Facility & LAN rooms)-rr 
Lab-LA 

k. 
Library/Reference Room-LH, LO 
Mail Stations-MA 

1. 
m. 

Multipurpose Rooin-MP 
Team Room-MT 

IL 

o. 
Processing Room-PR 
Service Room-PW                                       •" 

P 
1 
r. 
s. 

Reception Area-RA, RC 
Storage Rooms- SC, SE, SL, SO, SS 
Waiting Room-WT 
Miscellaneous Rooms- ZA, ZB, ZE, ZH, ZI 

3.       Distribntcd Space Standards 

The PTO has developed standards for Distributed Spaces, which will be shared by all 
office personnel boused on a given floor or, for some spaces, in a building. Square 
footage standattls for diese Distributed Spaces are also derivatives of the planning 
module. 

' Pnwh-f im«ly.it TTuiy f«. f»qiiif»rt If. >4»I>^Tpiny «>h»rlMW m .o;p. ji^^n'^rf. •*ti'i"n«| ffnnrlfwiH •'«^M»-ily 

Ij icquired to comply with A{)plic«ble Law. 
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For space progranmimg and design purposes. Distributed Spaces should be placed on die 
interior of a building floorplate where possible, proximate to the building coie. Widi the 
exception of dte large conference rooms, same type Distributed Spaces should, where 
practicable, be vertically stacked in the building. Some of these spaces will require 
special construction features, such as venting to the outside, or supplemental heating, 
ventilation and air-conditioning (HVAQ. 

In the POR, Distributed Space is categorized and allocated as follows: 

Distributed Space 
Conference Room-CR 
Large ConfiBience RoomnCR 

Pantiy-PA 
Vending Room-DV 

Conveoieoce Copy Room-EQ 
High Volume Copy Room-EQ 

Local Area Network Room 
(LAN Room)-IT 

Distribution Strategy Space Allocanon Code 
1 per approximately 35,000 SF 
1 per approximately 500,000 
SF 
1 per approximately 10,000 SF 
1 per approximately 200,000 
SF 
I per ^jproximately 20,000 SF 
1 per approximately 100,000 
^F 

32300000 
33100000 

31000000 
34000000 

32000000 
32000000 

1 per 20,000 SF. but at least 2 
per floor (adjacent to base 
building telephone ixxnn). 

35000000 

4.       JoinMJse Space 

Joint-Use Spaces win be used by all personnel at the PTO's consolidated facility, or by 
FTO's customers.. These spaces should be located as identified in SPO Sections G.lS.l 
through G. 15.12, or as otherwise noted below. 

Jpjltt-Use Space SFO Reference Soace AUocaiion Code 
Training Facility - TR G.15.12 21000000 
Receiving Areas - CO & SB G.15.11 22000000 
Warehouse/multipurpose Storage - JW G.I5.9.& G.7.6 22500000 
Distributed Computer Facility - IT G. 12 and G. 15.2 25000000 
Credit Union - CU 23000000 
Union Offices - MP 24300000 

24500000 
24700000 

Cafeteria - JC 0.15J 26000000 
Fitness Onter - FT G.15.4 27000000 
Health Unit-HU G.1S.6 27200000 
Chiki Care Center-CH G.15.3 28000000 
Auditorium - JA G.15.1 290000U0 
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Mail Room - MA 
Public Search Facility^ 

G.15.7 
G. 15.10 

18140201 
14240300 
14240310 
14240311 
14240312 
14240313 
14240330 
14240332 
14240333 
17100001 
17210100 
17210200 
18140206 
18640000 

F.       PTO OrgBidiatioii Slmctare 

The PTO carries out its ndssioD tfirough seven major organizations: 

1. Office of the Commissioner 
.   2. Office of the Deputy Commissioner 

3. Office of the Assistant Commissioner for Patents 
4. Office of the Assistant Comnnssioner tor Thtdemarks 
5. Office of the Associate Commissioner and Chief Financial Officer 
6. Office of the Administrator for Information Dissemination 
7. Office of the Chief Information Officer 

For each of these seven major organizations, the foUowing Space Breakdown and 
Adjacency Listing identifies the sub-organizational units which require contiguous space; 
and lists for each sub-organization: (i) closed office and workstation space requirements, 
(ii) siq>poTt space requirements and (iii) adjacency requirements. For Distributed Space 
and Joint-Use Space, the Space Breakdown and Adjacency Listing identifies the types, 
number and adjacotcy requirements for the various sub-categories of Distributed Space 
and Joint-Use Space.   The chart on the foUowing page demonstrates the ideal 
adjacencies among the major PTO organizations. 

' The various elemoiu of the Public Search Facility are ran by different FTO orgonizaUoiu. However, 
Ihece varioui argamzaticmal entries must be co-localed ao a< to facilitate public acceaa. 
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PTO Organizational Adjacencies 
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G.       Nmnerical Codes 

Each FTO organization listed in the Space Breakdown and Adjacency Listing lias been 
assigned a unique numerical code that is used to distinguish that organization from other 
pro organizational units listed in the Space Breakdown and Adjacency Listing. Joint- 
Use Spaces and Distributed Spaces have also been assigned unique numerical codes. At 
the inacro-Ievel, the codes are as follows: 

Code PTO OrganlzatiDn/Type of Space 

11000000 Office of the Commissioner 
12000000 Office of the Deputy Coiiunissioner 
13000000 Office of the Assistant Commissioner for 

Tiademaiks 
14000000 Office of the Assistant Commissioner for Patents 
17000000 Office of the Administrator for Information 

Dissemination 
18000000 Office of the Associate Commissioner 
19000000 Office of the Chief Information Officer 
20000000 Joint-Use Space 
30000000 Distributed Space 

Sub-organizations below the PTO's seven macro-organizations, and sub-categories of 
Joint-Use Space and Distributed Space, are identified by use of the third through eighth 
code digits, which are shown as zeroes above. 

H.      Organizatioiial, Joiat-Use, and Distributed Space Summaries 

For each of the macro-organizational codes identified above, ^ Space Breakdown and 
Adjacency Listing provides the following: 

•nflenaee 

Directory - graphically depicts the micro-level organizational breakdown for 
each of the seven macro-level PTO organizations. 

Square Footage RoU UP - identifies the micro-level organizations and lists the 
quantity and square footage of (i) Qosed Office/Workstation Space and (ii) 
Support Space allocated to each; and totals the foregoing. 

The Space Breakdown and Adjacency Listing - provides the following for each 
macro and micro-level organizational code: 
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Tbe ot^anization's Orgaiiization Code; 
Tbe organization's THlc; 
The organizarion's Woric Description; 
The organization's macro Adjacency Reqniranents (which lists required 
adjacencies between the oi;ganization and other PTO organizations, or between 
the organization and structural building elements such as a freight elevator or 
building entrance, etc.); 
Tbe organization's Closed OfBceAVorkstation Space requirements, including 
> type (by occupational series and, where relevant, function of the position) 

and number of personnel assigned to that Closed Office/Woricstation type; 
> amount of Closed Office/Workstation square footage; and 
> any micro adjacency requirements that may be required to other Closed 

Offices/Workstations or Support Spaces; 
The organization's Support Space requirements, including 
> type (by Support Space code) and number of Support Spaces; 
> amount of square footage of each Support Space type; and 
> any micro adjacency requirements that may be required between a specific 

Support Space type and other Support Spaces, or between a Support Space 
and any Closed Office/Workstations; and 

Secondary Circulation space requirements. 

B.       Space Breakdown and Adjacency Usting 

The following tabs contain the Space Breakdown and Adjacency listing for each of &e 
PTO's Organizations. 

1. Commissioner of Patents and Trademarks 
2. Deputy Commissioner of Patents and Trademaiks 
3. Office of the Assistant Commissioner for Trademarks 
4. Office of tlie Assistant Commissioner for Patents  - Other than 

Technology Centers 
5. Office of tlie Assistant Commissioner for Patents - Technology Centers 
6. Office of Information Dissemination 
7. Office of the Associate Commissioner and Chief Financial Officer 
8. Office of the Chief Information Officer 
9. Distributed Space 
10. Joint-Use Space 
11. Total PTO Space Requirements 
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Mr. DICKINSON. Then there are another 3 weeks when they have 
the chance to respond. Then another month or so after that for the 
final lease award. 

Mr. COBLE. Thank you Commissioner. I see my time is expired. 
It is good to have you with us. The gentleman from California. 

Mr. BERMAN. No questions. 
Mr. COBLE. The gentleman from Indiana. 
Mr. PEASE. Thank you, Mr. Chairman. 
Mr. Dickinson, thank you for being here. This is the first time— 

we have not actually met. Your testimony is a model for what I 
hope happens here: when you told us what you supported and why, 
and what you did not and why not. That may seem to be very log- 
ical, but we do not hear that a lot. I am gratefiil for it. 

Mr. DICKINSON. Thank you. 
Mr. PEASE. I appreciate it. You did say that the administration 

supports title IV. I would like for you to go into a httle greater dis- 
cussion on that. That obviously has been one of the flash points 
about whether that would actually help or hurt American inven- 
tors. Please give us a Uttle bit more of your thinking that led to 
your support for that title. 

Mr. DICKINSON. Let me first of all say that I hope this becomes 
a moot point. I am hopeful that we are going to do our work well 
enough at the office that the vast majority if not all of our patents, 
will issue before 18 months and this question will basically go 
away. 

We are moving very rapidly in that direction. I would like to sug- 
gest that we have a commitment to get to a 12-month cycle time; 
meaning we will only take 12 months inside the office for 75 per- 
cent of our patents by next year. I am hopefiil we will get there. 

Publication, I think, has an advantage. It is perceived to have an 
advantage in that it allows for companies and even small inventors 
who would make a very substantial investment in research and de- 
velopment to understand where research is going now so that they 
do not duplicate that effort. 

So that they do not make that kind of substantial investment 
and find later that someone has got a patent on it that would block 
them and make that investment worthless basically. That is not to 
say that there is not a potential for abuse here. 

I think that everybody recognizes that there is. There are provi- 
sions that are built in to adcSress those abuses. One, as we men- 
tioned, is the provisional rights which would grant reasonable roy- 
alties for the period fi-om the publication to the issuance. 

I think that is a very substantial right. The current draft of the 
bill allows for those entities that would not like to foreign file 
where you would be required to publish, to not be published in the 
U.S. All other countries in the world require publication in 18 
months, except ours. 

If you do not want to have your application published, and then 
Jrou would not want to foreign file which would cause it to be pub- 
ished, you could have that option under the current legislation. 

Mr. PEASE. HOW do you respond to those who say, though, that 
publication provides that information to the world and in the event 
the patent is not granted, then the trade secret protection is gone 
because it is out before the public? 
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Mr. DICKINSON. Well, you could abandon your application at any 
time prior to 18 months and it would not be published. You have 
an 18-month window of opportunity, which is actually pretty close 
to where we are on the issuance of patents now as a matter of fact. 
As I say, we hope to get under that window. 

Mr. PEASE. Thank you on that. One of the things that I see when 
I do get to watch television which is usually arovmd 11:30 p.m. or 
midnight are these advertisements for inventors to come call this 
800 niunber and we will take care of you, which I am sure they 
do in one way or another. My question to you is what is going on 
in that industry? 

Mr. DICKINSON. That is an excellent question. We are concerned 
that there has been an increase in the niunber and the outreach 
of these invention promotion scams. There are some that are legiti- 
mate, but there are an awful lot of them that are not. 

As I said, we estimate that the fraudulent ones cost us about 
$200 million a year. With the growth of the Internet, for example 
and television, we are starting to see a lot of different creative ap- 
proaches by these scam companies. We would like to try to address 
that. 

I think your legislation, in large part, addresses that as well. We 
have done a couple of things at the PTO. We have just recently 
opened the Office of Independent Inventor Programs. One of the 
key tasks of the office will be to provide a lot of information about 
these firms. 

I think information in many ways is the best remedy; getting the 
correct information to these folks. We will also very shortly, film 
some public service announcements and prepare some radio public 
service announcements, which I think will provide additional infor- 
mation. Hopefully, they will run them back-to-back on late night 
television. 

Mr. PEASE. Thank you very much. Thank you, Mr. Chairman. 
Mr. COBLE. I thank the gentleman. The gentle lady from Califor- 

nia. 
Ms. LOFGREN. I do not have a lot of questions. I am pleased to 

meet you and I look forward to working with you in the future. 
Just on the fee issue, I understand the point that you have made. 
I am not really hostile to the point. 

In just the 4 years I have been in the Congress, there has been 
a lot of distress on the part of this committee and the Full Commit- 
tee on a bipartisan basis about the PTO as being a contributor to 
the budget. 

Some of us on both sides of the aisle really categorize this as at- 
tacks on innovation. I think it really is an attack. It is terribly in- 
appropriate. I realize that you are not 0MB. You are the PTO of- 
fice. I would hope that if we were to revisit this whole fee issue 
that you would be a vigorous and vocal spokesperson opposing at- 
tacks on innovation. 

I would be very reluctant to do this, luiless I had very strong as- 
surances that this was not going to then just be bled off into the 
general funds through the back door. 

Mr. DICKINSON. We certainly share the concern that you have 
raised about where the revenue from our fees goes. I also appre- 
ciate you acknowledging that I am not 0MB. I am siu-e they are 
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here in the room somewhere today. So, I will watch myself. One 
thing I would like to point out is that I am very pleased that the 
FVesident's budget for the year 2000, for the first time in awhile, 
proposes that there be no permanent rescission. There is a rescis- 
sion in the 1999 budget. I am pleased that in the 2000 budget we 
do not have such a rescission. 

We do have a carryover, as I mentioned. It has got some particu- 
lar puiposes. This additional surcharge is intended, as I mentioned, 
as a pilot program to address this very specific concern about some 
unfunded liabihties that have previously been paid outside of that 
fee structure that account for tne retirement health and life insur- 
ance benefits of our retirees. 

Ms. LOFGREN. Finally, I know you were here to hear the discus- 
sion on prior use, submarine patents, and the like. I am just won- 
dering if you have thoughts on the issue that Mr. Campbell and I 
were discussing relative to the patent term, and the submarine 
patent problem, and the interplay of that issue as it relates to 
product life cycles in the high tech arena? 

Mr. DICKINSON. Well, it was an interesting discussion because 
there are tensions in this area. We certainly understand the need 
to get patent protection as quickly as possible in a number of in- 
dustries. Industries in California, in the Sihcon Vsdley, in particu- 
lar. 

With regard to prior user rights, that is a very difBcult question. 
A lot of people raise the kind of issues that Congressman Campbell 
raised. As Congressman Rohrabacher said, there are I think oppor- 
timities for compromise. There are opportunities to find particular 
problems that exist and maybe target the kind of relief that we are 
talking about at those targeted objectives. 

Ms. LOFGREN. I think that is probably correct in terms of indus- 
trial processes. I mean some people feel you have to have the pat- 
ent walking down the hallway practically. It gets terribly burden- 
some. I think you are right. Tnere is probably room to agree in the 
middle on that. I was referring actually to the submarine issue. 

Mr. DICKINSON. Submarining was a significant problem. I will 
say very candidly  

Ms. LOFGREN. It still is. 
Mr. DICKINSON. I think it still is a significant problem. There are 

still many, many applications that are pending in our ofiice that 
were filed before the 20-year filing term went into effect. I am 
hopefiil that those are not going to be submarines. 

Current indications may be that there is room for some concern 
there. Submfuining is a particular problem that, hopefully, the 20- 
year filing term win eventually resolve. 

Ms. LoFGREN. I guess I £un not seeing how the 20-year issue real- 
ly solves it in a hi^ tech world. 

Mr. DICKINSON. If I understand your question correctly, let me 
address the way it primarily solves it now. It says that your term 
starts running the day you file your original application. 

Ms. LoFGREN. Correct. 
Mr. DICKINSON. It expires 20 yeeu-s after that date. No matter 

how many continuation applications, for example, you file after 
that original fihng, you are still bound by that original date. 

Ms. LoFGREN. Correct. 
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Mr. DICKINSON. Under the previous system you could file a con- 
tinuation, after a continuation, aft«r a continuation until it issued, 
your term would not start to run. That is basically what people 
who were intentionally submarining did many times. So, I am not 
qmte sure how that relates to the exact question you are asking. 

Ms. LOFGREN. All right. Let me think about that some more. My 
time is up. We will have ample time to get into it. 

Mr. DICKINSON. Thank you. 
Mr. COBLE. The gentleman from Massachusetts. 
Mr. DELAHUNT. I have very few questions, Mr. Chairman. I just 

want to comment that I just perused your opening statement. I was 
really pleased to hear that you are having discussions with our col- 
leagues who I understand testified earlier. 

It would really, I think, be productive and useful if we could sit 
down with the interested constituencies that feel impacted by this 
proposal. I just cannot understand why there is not common 
ground for speedy resolution. 

I welcome and I imderstand Mr. Pease's comment. When he gets 
home at 11 p.m., he is usually watching himself on C-SPAN. 

Let me ask just a really simple question. If the revenue is dedi- 
cated, if there are fire walls, if it cannot be in any way diverted, 
would many of these issues that are the sotirce of contention now 
just evaporate? Is that a fair statement? 

Mr. DICKINSON. I think it is a fair characterization. 
Mr. DELAHUNT. I think really, Mr. Chairman, I think our empha- 

sis ought to be once and for all to try to create a fire wall around 
these revenues. 

I think it would meet the concerns expressed by Ms. Lofgren. We 
could get this finally done and finally approved. 

I see my fiiend, Mr. Pease, shaking ms head in the affirmative. 
He and I were Freshmen last year, "niis was going to be a rather 
nonchalant walk in the park, this H.R. 400. It really did not turn 
out that way; did it, Mr. Chairman? 

Mr. COBLE. It did not indeed. 
Mr. DELAHUNT. Okay. I really would hope that we can resolve it. 

What is at stake here, to a leirge degree—and I do not think I am 
indulging in any hyperbole—is really the American economy. 

In terms of our trade balance or imbalance, however you want 
to describe it, we really have to ensure the appropriate protection 
for those who create our intellectual property. This is the one seg- 
ment of our economy where we have a surplus. 

In fact, I think it just exceeded agricultiire as that segment of 
the economy which produces more positives as far as our trade bal- 
ance is concerned. I do not know how we, as a committee, can get 
this across. I think reaUy we should make every effort to accom- 
plish that goal. 

I yield back and thank you, Mr. Chairman. 
Ru-. COBLE. Bill, I have said this. I may have said it prior to your 

coming here. I indicated that as opposed to the surrounding climate 
of H.R. 400, we have far more harmony now and less hostility. I 
am not suggesting that everybody at the table is eagerly and 
warmly embracing one another. 

At least, we are not slugging one another. That is a step in the 
right direction. 
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Mr. DELAHUNT. Another step, Mr. Chairman was, I am reclaim- 
ine my time for just a minute. I am glad it has a different number. 

Mr. COBLE. Yes. That would not be a good idea. 
Mr. DELAHUNT. I do not even like the number 400. 
Mr. COBLE. I thank the gentleman. Commissioner, thank you for 

being with us. We will be in touch I am sure. Feel free to come a 
calling any time. 

Mr. DICKINSON. Thank you, Mr. Chairman. I thank the commit- 
tee. 

Mr. COBLE. If the next panel will come forward, I will introduce 
you all. I will suspend for a moment and let those who leave de- 
part. 

[Recess] 
Mr. COBLE. Our first witness is Charles E. Ludlam, Vice Presi- 

dent for Governmental Relations at the Biotechnology Industry Or- 
ganization since BIO's founding in 1993. He is responsible for all 
legislative and many regulatory initiatives at the organization. Mr. 
Ludlam received his J.U. degree from the University of Michigan 
School of Law in 1972, and his B.A. from Stanford University in 
1967. He served as well as a Peace Corps volunteer in the Nepal 
from 1968 to 1970. 

Our second witness is Mike Kirk who is the Executive Director 
of the American Intellectual Property Law Association. Mr. Kirk 
served as Deputy Assistant Secretary of Commerce and Deputv 
Commissioner of Patents and Trademarks from May 1994 through 
March 19995. 

In 1993, Mr. Kirk also served as the Acting Assistant Secretary 
of Commerce and Acting Commissioner of Patents and Trade- 
marks. Mr. Kirk earned his Bachelor of Science in Electrical Engi- 
neering at the Citadel and his J.D. from Georgetown University 
Law Center, and his Master of Public Administration in 1969 from 
Indiana University. 

Mike, I did not realized that you were armed as well with MPA. 
I knew about your two earUer degrees. Our next witness is Normal 
Balmer who is Chief Patent Counsel for the Union Carbide Cor- 
poration. 

He is the current President of the Intellectual Property Owners. 
Earlier in his career, he was a patent lawyer with Monsanto and 
DuPont, and was a partner in tne Law Firm of Morton, Bernard, 
Brown, Roberts, and Sutherland. 

He holds a B.S. degree in Chemical Engineering with Honors 
fit)m Penn State University and a J.D. degree with honors from 
George Washington University. Our fourth witness is Mr. Kim 
Muller who is Vice President of the International Trademark Asso- 
ciation. Mr. Muller was Secretary at the Houston Intellectual Prop- 
erty Association from 1992 to 1993, and for the past 2 years, he has 
been Chair of the Patent and Trademark, and Copyright Section of 
the State Bar of Texas. 

Mr. Muller earned his B.S. in General Sciences from the Virginia 
Polytechnic Institute and his J.D. with honors from the John Mar- 
shadl School of Law, and his L.L.M. from the George Washington 
University in 1978. 

Mr. Robert Tobias who is the National President of the National 
Treasury Employees Union. Since August 1993, Mr. Tobias has 
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served as the Chief OfBcer and spokes person of the National 
Treasury Employees Union, the Nation's largest independent Fed- 
eral sector union. 

Mr. Tobias is a Michigan native and received his Bachelor's de- 
gree and a Master's degree in Business Administration from the 
University of Michigan. He was graduated from the George Wash- 
ington University School of Law where he also served on the ad- 
junct faculty. 

Our finsd witness on this panel is Mr. Ronald Stem. Mr. Stem 
is President of Patent Office Professional Association. Mr. Stem 
holds a Bachelor's degree from the City College of New York and 
a law degree from the George Washington University. 

Now gentlemen, there is no preference in order. You will have to 
go in the order that I called your name. Mr. Balmer, why do I not 
start with you and then we will move to my right. Good to have 
each of you with us gentlemen. 

Your written testimony has been examined and will be examined 
subsequently. So, I do not want to soimd like a broken record. If 
you could keep the red Ught in the front of your minds, we will all 
be appreciative. Mr. Balmer. 

STATEMENT OF NORMAN BALMER, PRESIDENT, 
INTELLECTUAL PROPERTY OWNERS 

Mr. BALMER. Thank you, Mr. Chairman and members of this 
subcommittee. Intellectual Property Owners is again honored to ap- 
pear before you. I will cover only a few points from my written 
statement. 

The first to invent defense of the Committee Print addresses a 
tension between patents and trade secrets. Incentives must be pro- 
vided to not only invent, but also for inventors to commerci£dize 
their technology and create jobs. 

The first inventor defense is needed to define the right balance 
between these incentives. Trade secrets are many times the only ef- 
fective form of intellectual property. A patent disclosure can be tan- 
tamount to giving technology away to foreigners. 

While we supported the counterpart provisions in H.R. 400, 
changes have been made in title II that are not good for innovating 
manufacturers. In the chemical industry, for instance, building a 
plant to use new technology requires time and substantial expense. 

Under H.R. 400, substantial preparations would have triggered 
a prior user defense. This protection does not exist in title II. The 
risk would shift to the innovating manufacturer. Investment in the 
U.S. could be discouraged without an effective first inventor de- 
fense. 

A lose-lose scenario can exist. In another industry, the State 
Street Bank Decision dispelled the widely-held perception that— 
business methods were not patentable. The filing of business meth- 
od patents has skyrocketed. 

Let us say that Bank U.S.A. and Bank Germany independently 
developed soft;ware for their business operations. In 1996 both im- 
plemented their inventions. Current law prevents Bank U.S.A. 
from obtaining the patent because of its prior commercial use in 
the United States. 
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Bank Germany is not barred. Without a first inventor defense, 
Bank U.S.A. may well find itself at the mercy of its foreign com- 
petitor. IPO recognizes that in dealing with first inventor defense, 
the subcommittee and Congress will need to make some policy deci- 
sions. 

We urge that U.S. innovating manufacturers not be placed at a 
disadvantage to their foreign competitors. Our comments on patent 
term guarantee are in the written statement. We submit that the 
real issue is achieving standards of excellence for the PTO. 

[Chart] 
That would be that shde up there. The PTO needs restructuring 

to help achieve these standards and title VI provides that restruc- 
turing. 

[Chart] 
I now turn to H.R. 1225. Our message is simple. I fear I am 

Sreaching to the choir. Resources to the PTO must be available and 
ependable and user fees must be reasonable. Eliminating the 

ever-escalating, the shde over there, diversion of user fees would be 
a major breakthrough. 

Mr. Chairman, we are indebted to you for your success last year 
in reducing the diversion. We all have to continue our efforts to 
prevent user fees from being used, as my colleague fi-om AIPLA 
states, as a petty cash fund. In our testimony last year, we ex- 
pressed concern that the PTO would be subject to out of phase 
swings in funding and work demand; particularly because of reh- 
ance on maintenance fees. 

While not yet an apparent problem, we suggest that a reserve be 
established to smooth out these swings. Up-swings, of course, 
would make user fees more attractive to diverters. The financial 
health of the PTO depends upon global conditions. 

For example, of the top 50 patentees in 1998, nearly 50 percent 
of the patents issued were awarded to Japanese companies. These 
nearly 17,000 patents represent an opportunity for almost $1 mil- 
lion in maintenance fees. 

We wish to thank you, Mr. Chairman and members of this sub- 
committee for your leadership in improving the intellectual prop- 
erty system. We stand ready to help you in any way that we can 
as you continue those efforts. 

Thank you. 
[The prepared statement of Balmer follows:] 

PREPARED STATEMENT OF NORMAN BALAIER, PREsroENT, INTEIXECTUAL PROPERTY 
OWNERS 

SUMMARY 

• IPO strongly supported Chairman Coble's patent reform bill of the last Congress, 
H.R.400. The new Committee Print on Patent Reform dated March 22, 1999, 
makes significant compromises, but IPO enthusiastically supports many aspects 
of the Committee Print. 

• The first to invent defense in the Committee Print preserves trade secrets that 
are the lifeblood of American manufacturing and service companies. The first to 
invent defense gives later inventors more certain protection against challenges to 
validity of their patents by earlier inventors. 

• IPO would prefer to see all U.S. patent applications published after 18 months, 
but supports the Committee IMnt compromise for United States publication of 
patent appUcations published abroad.       , 
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• The Patent Litigation Reduction Act in the Committee Print will encourage third 
parties to use relatively quick and inexpensive reexamination proceedings in the 
pro instead of filing lawsuits in U.S. District Courts. 

• The Patent and Trademark Efficiency Act in the Committee print will revise the 
structure and authority of the PTO so that it can better serve the public. 

• IPO believes the Committee Print will help protect inexperienced independent in- 
ventors fi"om "scam" invention promotion organizations. 

• IPO supports H.R. 1225, the PTO reauthorization bill, and opposes charging addi- 
tional fees to users of the PTO in order to cover post-retirement health and life 
insurance costs of PTO employees. 

STATEMENT 

Mr. Chairman and Members of the Subcommittee: 
I am chief patent counsel for Union Carbide Corporation in Danbury, Connecticut, 

and current President of Intellectual PVoperty Owners Association (IPO). I am pre- 
senting IPO's views on the Committee Print on Patent Reform and on H.R. 1225, 
the Patent and Trademark Office Authorization Act. Thank you for the opportunity 
to appear before the Subcommittee today. 

IPO is a trade association of U.S.-based owners of intellectual property rights- 
patents, trade secrets, trademarks, and copyrights. Our members file about 30 per- 
cent of the patent applications that are filed in the U.S. Patent and Trademark Of- 
fice by U.S. residents and pay well over $100 million a year in fees to support the 
operations of the PTO. 

The two bills that are the subjects for today's hearing, would advance the inter- 
ests of patent and trade secret owners. Patent and trade secret owners include busi- 
nesses—which make up most of our members—and independent inventors, univer- 
sities, and other entities. Most patent and trade secret owners have common inter- 
ests, including: 

• an interest in a patent system and trade secret laws that promote invention 
and encourage implementing new technologies in the U.S. to create jobs and 
enhance the economy, 

• an interest in controlling costs of obtaining, maintaining, and enforcing pat- 
ents, 

• an interest in the scope and certainty of patent and trade secret rights, and 
• an interest in maintaining excellence in the PTO. 

Committee Print on Patent Reform 
The Committee Print on Patent Reform dated March 22, 1999, the "American In- 

ventors Protection Act of 1999," is a very significant proposal for improving the na- 
tion's patent laws. It is a successor to Chairman Coble's H.R. 400 of the last Con- 
gress. A great many people in Congress and the private sector worked hard for pas- 
sage of H.R. 400, which passed the House of Representatives in 1997 but failed to 
pass the Senate. 

Having said that, however, the new Conunittee Print does not contain every pat- 
ent reform that IPO's members would like to see, and it does depart from H.R. 400. 
The Conmiittee Print mstkes significant compromises on issues that proved con- 
troversial in H.R. 400 and the counterpart Senate bill. Nevertheless, there are many 
aspects of the Committee Print we enthusiastically support. It reduces the cost of 
obtaining, maintaining and enforcing patents, adds more certainty to patent and 
trade secret rights, and enables the PTO to provide better service to the pubUc. 

I will summarize IPO's position on each of the main titles of the Committee Print. 
Title J, Inventors' Right 

We see much merit in prohibiting improper practices by invention promotion 
firms. Title I makes knowingly providing any false or misleading statement or omis- 
sion of material fact by an invention promotion service a misdemeanor that can re- 
sult in a fine of up to $10,000 per offense. We believe that Title I will go a long 
way to protect inexperienced independent inventors from "scam" invention pro- 
motion organizations. It requires disclosure of a firm's track record and allows an 
inventor to withdraw from a contract with a firm within a reasonable time. 

Although very few of the members of IPO have had any experience with invention 
promotion firms, we strongly support Title I because it addresses a longstanding 
and possibly growing problem facing the U.S. inventor community. 
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Title II, First to Invent Defense 
Title n is an important proposal for preserving trade secrets that are the lifeblood 

of American mani^acturing and service companies. It also protects an inventor who 
obtains a patent from possible invalidity challenges. A section 102(g) challenge to 
a patent based upon prior secret development recently was upheld by the Federal 
Circuit. (Thomson SA. v. Quixote Corp. No. 97-1485, January 25, 1999.) Title 11 
provides more certainty for the patent owner on this issue. 

It creates a defense, a first to invent defense, against patent infringement charges 
for parties who (i) have reduced an invention to practice in the U.S. at least a year 
prior to the patent fiUng date, (ii) have commercially used the invention in the U.S. 
prior to the tiling date, and (iii) did not derive the invention from the patent owner. 
Under the Committee Print, the prior user must carry the burden of proving entitle- 
ment to the first to invent defense. 

Title II has been changed from the prior user defense of H.R. 400 in the last Con- 
gress. The Committee Print, in section 273(bK3)(A) of title 35, United States Code, 
now limits the first to invent defense to inventions that are used to produce a usefiil 
end product or service. These inventions include, for example, manufacturing proc- 
esses and equipment, chemical materials such as catalysts, and computer software. 

Also, the bill no longer gives the defense to parties who have made "serious and 
effective preparation" for commercial use. Actual commercial use before the filing 
date of the patent is required. The Subcommittee should ceirefuUy weigh the impact 
of these changes from H.R. 400 on innovation in U.S. industry. It can takes years 
and millions of dollars to engineer and construct a mtmufactviring plant using new 
technology or producing a new product. The Committee Print does nothing to reduce 
the risk to the business from infringement from patents filed in secrecy during the 
construction of the plemt. 

Inventions such as manufacturing processes often can be protected most effec- 
tively against copying by U.S. competitors by keeping theiu as trade secrets instead 
obtaining a U.S. patent. Moreover, U.S. patents can be a blueprint for foreign com- 
petitors to steal technology. A patent publishes the secrets £md is available to com- 
petitors in countries where enforcement of patents is more problematic. 

The first to invent defense is critical to developers of business method software, 
among others. In July 1998 the U.S. Court of Appeals for the Federal Circuit de- 
cided in State Street Bank & Trust Co. v. Signature Financial Group, Inc. (96-327) 
that there is no "business method" exception to patenting of software-related inven- 
tions. This decision will have significant ramifications. By December 1998 the Pat- 
ent and Trademark Office reported a 40 percent increase in patent applications for 
business method software. Firms in the financial industry that developed and com- 
mercially used business methods in secret before 1998 are foreclosed from obtaining 
their own patents because of their own prior commercial use (35 U.S.C. 102 (b)). 
Yet, later developers of the same methods can now obtain a U.S. patent. Title II 
will make more certain the validity of newly filed "business method patents while 
allowing prior inventors the ability to continue serving the public in their busi- 
nesses. 

In summary, the first to invent defense of title II is essential to protect and en- 
courage business investments in manufacturing and services and prevent a costly 
giveaway of American know-how to foreign competitors through patenting of inven- 
tions that are better protected by secrecy. 
Title III, Patent Term Guarantee 

Title ni extends the date of expiration of a patent beyond 20 years after the date 
of filing in cases of unusual delay in the Patent and Trademark Office. Title III dif- 
fers from a similar provision in H.R. 400 by setting forth separately three guaran- 
tees of patent term adjustment. They are (1) the "Guarantee of Prompt Patent and 
Trademark Office Responses," (2) the "Guarantee of No More Than 3-Year Applica- 
tion Pendency," and (3) the "Guarantee of Adjustment for Delays Due to Inter- 
ferences, Secrecy Orders, and Appeals." Title III broadens the guarantee of no more 
than 3-year pendency to permit an adjustment despite the patent applicant taking 
more than three months to respond to Patent and Trademark Office rejections, u 
the applicant shows that in spite of all due care, it was unable to respond within 
the 3-month period. 

By measuring the patent expiration date from the date of application filing, the 
law that came into effect in 1995 eliminated the incentive for applicants to extend 
patent expiration dates through delays in the Patent and Trademark Office. Some 
patents granted under the pre-1995 law, with a term of 17 years measured from 
the date of patent grant, have been granted 40 years after their original filings. 
Such patent are sometimes called "submarine patents." 
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Title in of the Committee Print retains the reformed patent term that expires 20 
years after filing, but insures that diligent applicants will not receive shorter terms 
than the old 17-year term. The broadening of the patent term guarantee in Title 
in adds complexity to protect the few diligent patent applicants who are unable to 
obtain their patents in three ye£u-s after filing. IPO believes that the correct solution 
resides in improving efficiency and excellence in Patent and Trademark Office oper- 
ations. However, the proposal in Title II minimizes the potential for abuses that 
previously enabled "submarine patents." 
T\tle IV, United States Publication of Patent ^plications Published Abroad 

Title rV of the Committee Print requires publication of a patent application 18 
months after filing if the application is also being filed abroad in a foreign country 
that requires publication of applications 18 months after filing. It establishes a pro- 
visional right to a royalty for pending applications, beginning with the date of publi- 
cation of the application. For the patent owner to be eUgible for the royalty, the pub- 
lished and granted claims must be substantially identical and the owner must nave 
given actual notice of the published application to the person who is using the in- 
vention. 

The Committee Print simplifies and further limits the publication requirements 
that were in H.R. 400 and its Senate counterpart in the last Congress. Publication 
is now required only if the application is filed abroad and the filing abroad is in 
fact in a country that requires publication at 18 months. The Committee Print 
strengthens the safeguards against attacks on published applications during patent 
examination in the PTO by prohibiting any protest or other form of opposition what- 
soever after the application is published and before the grant for a patent, without 
the written consent of the applicant. 

Publication of patent applications within a reasonable time is one of the moat- 
needed reforms in U.S. patent law. While IPO wotild prefer to see the publication 
requirement cover all appUcations filed in the PTO, we support Title IV of the Com- 
mittee Print as an acceptable compromise, in a comprehensive package of reforms. 

Publication of applications will eliminate duplication of research and accelerate 
research into new areas by making information about developments available in the 
English language at an earlier date than at present. Title fV makes most foreign- 
origin applications available about 6 months after they are filed in the U.S. 

In addition, publication will reduce Utigation and uncertainUf over patent rights 
by making information available on the scope of patent claims that are oeing sought 
in published appUcations. IPO believes publication of applications should include a 
continuing right for members of the public to monitor the contents of the written 
record of applications pending in the Patent and Trademark Office afl;er the applica- 
tions are published. Publication, along with the patent term that expires 20 years 
after filing, vtrill put an end to the ability of submariners to surprise U.S. manufac- 
turers with long-delayed, secret patent claims. 
Title V, Patent Litigation Reduction Act 

Title V of the Committee Print, which gives third party requesters greater oppor- 
tunities to participate in patent reexamination proceedings in the PTO, will encour- 
age third party requesters to use relatively fast £md inexpensive reexamination pro- 
ceedings in more cases, instead of extremely slow and brutally expensive civil litiga- 
tion in U.S. District Courts. 

Tide V allows the third party requester one opportunity to submit written com- 
ments each time the patent owner files a response to the PTO. The title also gives 
third parties a ri^t to appeal the PTO's decision on reexamination to the Board 
of Patent Appeals and Interferences and to the U.S. Court of Appeals for the Fed- 
eral Circuit. 

The bill has been amended fit>m the legislation in the last Congress to require 
that all comments by the third party requester must be in writing, and to make 
clear that appeals by the third party may be taken only to the Court of Appeals 
for the Federal Circuit and not to U.S. District Court. Also, Title V now eliminates 
the provision in existing law that permits third parties to submit prior art to the 
pro while keeping their identity confidential. 

Title V contains numerous safeguards to prevent fiivolous requests for examina- 
tion. Reexamination proceedings will continue to be limited to issues involving prior 
patents and publications. No examination can be started until the PTO makes a de- 
termination that a substantial new question of patentability has been raised, and 
the Commissioner's determination of that issue continues to be unappealable. The 
Committee Print contains tight estoppel provisions that prevent re-litigation of 
issues that were raised or could have been raised. 



47 

IPO strongly supports Title V as a reform that will reduce patent litigation and 
benefit all patent owners. 
Title VI, PaUnt and Trademark Office 

Title VI of the Committee Print, the "Patent and Trademark Office Efficiency 
Act," makes the PTO an independent agency of the Federal government, subject to 
the policy direction of the Secretary of Commerce, and broadens the PTO's operating 
flexioility and establishes a PTO PubUc Advisory Conunittee. This title is revised 
substantially from H.R. 400 and its Senate counterpart in the last Congress. 

Although we would prefer to see additional authority for the PTO, such as author- 
ity to increase payand benefits for highly skilled employees, we beUeve Title VI rep- 
resents a xnaioT PTO reform. Title VT will position the PTO to improve services to 
the public. 

The PTO will receive significant procurement authority to contract for or purchase 
e<^uipment, office space, and printing services. It will be exempt ft-om government- 
wide personnel ceilings that have impeded the hiring of patent and trademark ex- 
aminers in recent years. 

The Office wiU be headed by a Director with a professional background and expe- 
rience in patent or trademark law and management, who will appoint a Commis- 
sioner of Patents and a Commissioner of Trademarks. The Director will be eligible 
for a performance bonus of up to 50 percent of salary, based on an evaluation by 
the Secretary of Commerce of the Director's performance as defined in an annutu 
performance plan. This kind of incentive compensation, common in private industry, 
18 especially appropriate for government agencies like the PTO, which axe self-sup- 
porting ana provide services to the pubUc. 

The PTO PubUc Advisory Committee will be appointed by the Secretary of Com- 
merce and have a balanced membership including members who represent small 
and large entity patent appUcants locateid in the United States in proportion to the 
number of applications filed by such members. We beheve the PubUc Advisorv Com- 
mittee will provide a structure that will enable the users of the PTO to have a 
strong voice, although advisory, in how to improve PTO services. 

Title VI does not estabUsh the PTO as a "government corporation" under the Gov- 
ernment Corporation Control Act, but it is not significant whether the PTO is caUed 
a "corporation," a term that contributed to misunderstanding of earlier biUs to re- 
form tne admiiiistration of the PTO. The objective should be to revise the structure 
and authority of the PTO so that it can better serve the pubUc. Title VI would 
achieve that objective. 
Patent and Trademark Office Reauthorization Act 

We also support H.R. 1225, the "United Stetes Patent and Trademark Office 
Reauthoriization Act, Fiscal Year 2000." 

The performance of the PTO is critically important to its customers and to the 
economic welfare of the entire coimtiy. Our patent and trademark laws, of course, 
encourage innovation and business investment and protect consumers. 

IPO in past hearings of this Subcommittee has suggested three main standards 
that the PTO should meet. These standards are listed on POSTER 1, a copy of 
which is appended to my statement. 

First, high quaUty professional examination of patent and trademark applications 
in the PTO always is paramount. Patents should be granted and trademarks reg- 
istered only for those inventions and marks that meet the statutory requirements. 
No PTO goal ever wiU be more important. 

Second, processing of patent and trademark appUcation must be prompt. Ei^t- 
een-month average total pendency for patent apphcations—or the equivalent of 18- 
month pendencv in terms of the PTOs newer measure of "cycle time"—is a pre- 
viously achieved standard. For trademarks, 3 months between filing suid first exam- 
ination is a previously achieved standard. 

Third, the cost of obtaining patents and trademark registrations must be reason- 
able. We were delighted with the action taken by Congress last year to reduce pat- 
ent fees by some $50 million a year, the first time in memory that patent fees have 
been lowered in the U.S. Further fee reductions in the U.S. may be possible and 
should be kept in mind. 

Patent owners also face burdensome patent fees in other countries. As a direct 
result of jawboning by the U.S. private sector, foreign and international patent of- 
fices have started a movement in the past three years toward lowering patent fees. 
The European Patent Office and the World InteUectual Property Organization each 
have announced two fee reductions. The national patent offices in Japan and the 
United Kingdom have cut fees, and the Australian office has cut fees twice. This 
movement needs to be encouraged and accelerated. 
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The pro, of course, needs adequate funding to do its job. A regular topic for PTO 
oversight hearings before this Subcommittee has been the diversion of patent fees 
from Qie PTO to unrelated government programs. POSTER 2, a copy of which is 
appended to my statement, shows the history of patent fee diversion since 1991. IPO 
congratulates the Chairman and members of the Subcommittee for their efforts last 
year that led to a decline in fees diverted for the first time. We are very pleased 
that the President's budget for fiscal year 2000 recommends no diversion, although 
it proposes a carryover of $160 miUion to fiscal year 2001. As the members ar« 
aware, the appropriations process for 2000 is not completed, and the possibility of 
diversion of PTO fees still exists. We urge }rou to continue to resist efforts to divert 
fees. 

Last year when we testified before the Subcommittee, we expressed a concern that 
a large portion of income to support patent examination comes from sources unre- 
lated to the number of patent applications filed. About 40 percent of the PTO's pat- 
ent revenue comes from mEiintenance fees. A significant change in economic condi- 
tions could result in changes in patterns of maintenance fee payments. POSTER 3 
illustrates the magnitude of revenue loss that could occur. Fortunately, preliminary 
data fit>m the PTO seems to indicate that the Asian economic crisis has not led to 
a maintenance fee drop-off. Nevertheless, we still believe the ideal funding arrange- 
ment for the PTO would allow for the PTO to have a substantial financial reserve 
to cover cash flow problems during economic downturns. We suggest this is a topic 
that deserves further study by the Subcommittee. 

Finally, turning to the specific provisions of the re-authorization bill, H.R. 1225, 
we support the bill. The projected spending for the PTO in fiscal year 2000 appears 
to be adequate to enable the Ofiice to continue meiking inroads into the baddoga 
of unexamined patent and trademark apphcations and to meet its other needs. We 
agree with the provision in H.R. 1225 that prohibits the PTO from charging addi- 
tional fees to users in order to cover the accrued indirect personnel costs associated 
with post-retirement health and life insurance of officers and employees of the PTO. 
The proposal in the President's budget to charge additional fees for this purpose is 
not justified. 

We appreciate this opportunity to appear before the Subcommittee. I will be 
happy to einswer any questions. 
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STANDARDS OF 
EXCELLENCE 
FORTHEPTO 

High Quality Professional 
Examination 

Prompt Patent and 
Trademark Processing 

•18 mos. for patents 

• 3 mos. to first exam 
for trademarks 

Reasonable Fees 
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Mr. COBLE. Mr. Balmer, thfuik you for that. You mentioned me 
and the members. This is indeed a team effort. This subcommittee 
works very closely together. I appreciate your recognizing that. Mr. 
Kirk. 

STATEMENT OF MICHAEL K. KIRK, EXECUTIVE DIRECTOR, 
AMERICAN INTELLECTUAL PROPERTY LAW ASSOCIATION 
Mr. KIRK. Thank you, Mr. Chairman. 
I, too, will hit only selected items in the Committee Print. First 

of all, let me say that we have strongly supported title I to deter 
fraudulent invention promotion services and we continue to support 
it. It needs to be enacted. 

Ms. Lofgren mentioned the high cost of obtaining patents in con- 
nection with the prior user right defense. We agree with that. We 
would also second the comments made by Mr. Balmer regarding 
the State Street Bank case. That has injected a new element into 
the prior user right front. 

I would note that this is not limited necessarily to processes. It 
can be both product and process. In fact, in State Street, it was a 
product, not a process. 

I was pleased to learn from the earlier conversation that the 
issue of patent term no longer seems to be an issue. Thanks to your 
efforts, we beheve that his has now been satisfactorily put to bed. 
It is something we can put behind us and move on to other items. 

AIPLA has long favored 18-month publication. We beheve that it 
accomplishes a lot of good things. It puts the pubhc on notice. It 
discloses information. It protects the inventor with provisional 
rights. 

We would note, however, that the way the bill is currently draft- 
ed—exempting publication of U.S. appUcants who are not filing 
abroad—is not something that we womd have preferred. 

We beheve that publication across the board would be better. We 
still support publication, however, even on this limited form. It will 
give U.S. inventors, researchers and business decision makers in- 
formation about what is coming frY)m abroad much earher than 
today. 

I would like to point out in response to a comment made earher 
with respect to the progress the USPTO plans and hopes to make 
in pendency reduction, that imless they can get pendency down to 
6 months, there would still be a delay in the pubUcation of foreign 
origin applications because these applications do not reach ovu* 
shores until roughly 12 months after they have been filed abroad. 
So, we would stiU benefit from seeing foreign technology earlier. 

Notwithstanding the comments that some people have made 
about reexamination, we beheve that the balance that you have 
struck in the Committee Print is a very sound basis for moving for- 
ward. 

You have very shghtly opened participation by members of the 
pubhc, jdlowing them one opportunity to comment on each step of 
the process and to be involved in the appeal process. Against that, 
you have inserted a number of additional safeguards. We believe 
that you have achieved the right balance. It will result in a much 
better reexamination system that will be used and will benefit par- 
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ticularly smaller companies that will not have to get involved in 
very expensive District Court litigation to sort out patent validity. 

"ntle Vl obviously differs quite substantially from the approach 
taken last year of establishing a Government corporation. Title VI 
would made the USPTO an independent agency in the Department 
of Commerce under the pohcy direction of the Secretary, but with 
a "fire wadl" to prevent meddling, if you will, by mid-level officials 
in the Commerce Department in USPTO affairs. 

We think this is very desirable. We are also particularly pleased 
with the performance-based aspects that you have in your bill: the 
performance agreement between the Director and the Secretary of 
Commerce, with a possibility of a bonus, or the requirement to 
issue regulations that will focus on the cost effectiveness of the op- 
erations of the USPTO and on the establishment of an advisory 
commission to look at the overall operations of the office. This will 
benefit both users and Congress with additional oversight. We 
think this is a good step forward and we would like to move in that 
direction. 

Briefly, on H.R. 1225, Mr. Chairman, you have stated in the past 
that the revenues generated by the patent fee surcharge, that is no 
longer with us, had become a target of opportunity by Congres- 
sional appropriators and last year by the President. You added that 
the temptation to use this surcharge had proven to be irresistible. 
You are very prescient because it is so irresistible that now we see 
it coming back again. 

We agree Mr. Chairman, with the implication of the question you 
asked earher. At a time when the U.S. Patent and Trademark Of- 
fice is projecting a surplus of $160 million that would be carried 
over into fiscal year 2001, we simply are hard pressed to under- 
stand why there is a need to increase patent and trademark fees 
by $20 million to pay for these health insurance benefits. 

We certainly have no problem with the payment of these bene- 
fits, but we are not yet in a situation where the PTO is giiaranteed 
to be able to keep the money that it collects in fees. While the ad- 
ministration has been very skillful in crafting the budget for fiscal 
year 2000, I am reminded of the saying that "all ships float on a 
rising tide." We are concerned about the future of the office when 
the fee surplus starts to go down. So, we very strongly support 
H.R. 1225. 

Thank you very much. 
[The prepared statement of Mr. Kirk follows:] 

PREPARED STATEMENT OF MICHAEL K. KIRK, EXECUTIVE DIRECTOR, AMERICAN 
INTELLECTUAL PROPERTY LAW ASSOCIATION 

SUMMARY 

The American Intellectual Property Law Association supports both the Committee 
Print entitled the "American Inventors Protection Act" and H.R. 1225, the "United 
States Patent and Trademark Office Reauthorization Act, Fiscal Year 2000." 

The Committee Print builds upon years of effort by this Subcommittee to 
strengthen the patent laws and the functioning of the patent system. It would pro- 
vide a sorely needed deterrent in Title I against fraudulent invention promoters that 
prey upon unsuspecting, novice inventor/entrepreneurs by ensuring that they will 
receive information to better evaluate their prospects for commercializing their in- 
ventions and by arming them with a civil remedy to protect against any misrepre- 
sentations. Title II would protect American jobs and provide a more level playing 
field for American innovators to compete with their foreign competitors. Title III 
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would e:roand the patent term extension possibilities of existing law to guarantee 
that no diligent patent applicant would receive less than seventeen years of exclu- 
sive patent rights and most would receive more. American inventors would be given 
the opportunity under Title IV to see, much earlier than today, the technology for 
which their foreign competitors are seeking patents in the United States. Existing 
reexamination provisions of the patent statute would be slightly opened by Title V 
to allow controlled, third party participation to make this inexpensive administra- 
tive process an effective alternative to expensive litigation. The PTO would become 
an independent agency under Title VI with greater flexibility to accomplish its mis- 
sions along with greater oversight by users and the Congress. While a number of 
the amencunents which have b^n made in the legislation to address various criti- 
cisms undercut some of the bUl's benefits, the AIPLA nonetheless supports the Com- 
mittee Print and urges its enactment. 

H.R. 1225 would clearly signal to the Executive Branch that there is no justifica- 
tion for raising ITO user fees when the Office will be running a surplus of $160 
million. Patent and trademark users want the PTO to be able to receive and use 
user fee revenues to promptly grant and register quality patents and trademarks. 

STATEMENT 

Mr. Chairman: 
I appreciate the opportunity to appear before the Subcommittee today on behalf 

of the American Intellectual Property Law Association (AIPLA) to present the posi- 
tion of the Association on the Committee Print entitled, the "American Inventors 
Protection Act" and on H.R. 1225, the "United States Patent and Trademark Office 
Reauthorization Act, Fiscal Year 2000." 

The American Intellectual Property Law Association is a nearly 10,000 member, 
national bar association constituted primarily of lawyers in private and corporate 
practice, in government service, and in the academic community. The AIPLA rep- 
resents a wide and diverse spectrum of individuals, companies and institutions in- 
volved directly or indirectly in the practice of patent, trademark, copyright and un- 
fair competition law, as well as other fields of law £iffecting intellectual property. 
Our members represent both owners and users of intellectual property. 
Introduction 

The American Inventors I'rotectlon Act (Committee Print) represents years of ef- 
forts by this Subcommittee and by American businesses and inventors to improve 
and strengthen our Nation's patent system. Although we would have preferred H.R. 
400 as reported by the Judiciary Committee in the 105th Conp-ess, tne Committee 
Print woiild make a number of desirable changes in the functioning of the patent 
system and the AIPLA supports it. 

H.R. 1225, the United States Patent and Trademark Office Reauthorization Act, 
Fiscal Year 2000, is intended to prevent the imposition of an unnecessary and inap- 
propriate surcharge on patent and trademark fees to pay certain post-retirement 
health and life insurance benefits of PTO employees. Once again, Mr. Chairman, 
you are taking the lead in protecting America's inventors against the continuing ef- 
forts of the Executive Branch to use PTO user fees as a petty cash account to permit 
the funding of other government programs. The AIPLA thanks you and expresses 
its strong support for your efforts. 
Committee Print 

The Committee Print represents the efforts of this Subcommittee going back more 
than three Congresses to streamline and strengthen the United States Patent Sys- 
tem. The various titles of this bill, either individually or collectively, have been the 
subject of more than a dozen hearings with several dozens of witnesses. During this 
process, the Subcommittee listened to both proponents and opponents and made nu- 
merous changes in the legislation to accommodate the concerns expressed. The 
AIPLA believes you had it right in the version of H.R. 400 that was favorably re- 
ported by the Judiciary Committee in the last Congress, but we understand and ap- 
preciate the untiring efforts you have made to craft a measure which addresses the 
legitimate concerns of the various interests and which was politically viable. While 
we think that many of the compromises were unnecessary and, quite candidly, in 
some cases unwise, we recognize your efforts and support the Committee Print Uiat 
is before us today. 

Title I—Inventors' Rights Act 
Title I is taken from Title IV of H.R. 400. It is intended to deter the fraudulent 

invention promotion services which we see advertised in the back of magazines and 
on late-night TV. Unscrupulous invention promotion organizations have long been 
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the bane of unsuspecting inventors in the United States. It has been estimated that 
such unscrupulous invention developers receive more than $100 million annually 
from first-time inventors seeking assistance in the marketing and protection of their 
inventions. Title I seeks to combat the predatory practices of such firms through a 
combination of— 

• requiring mandatory disclosure of the details of their operations and prac- 
tices, 

• requiring reports of the marketing contacts made by the promoter and any 
results achieved, 

• establishing a civil remedy to allow inventors to recover damages, and 
• estabUshing a criminal sanction for knowingly providing false or misleading 

information. 
The AIPLA strongly endorses the enactment of federal legislation to curtail the op- 
erations of such unscrupulous organizations. 

Title I would add a new Chapter 5 to Title 35 of the United States Code. Proposed 
new section 52 would require each invention promoter to state, in a written docu- 
ment to be given to each customer, the usual business practices of the promoter, 
including inK>rmation regarding the ususd terms of its contracts £uid the fees that 
it charges. Proposed new section 53 would require that every contract for such serv- 
ices have a cover sheet listing the total number of inventions evaluated by the firm 
during the preceding five years, together with the number of inventions which re- 
ceived positive evaluations and the number which received negative evaluations. 
The cover sheet would also require the invention promoter to list the total number 
of customers with which it had contracts in the previous five years and the total 
number of customers known to have received, by virtue of the invention promoter's 
performance, an amount of money in excess of the amount the customer paid to the 
invention promoter. We believe that disclosure of the acceptance rate by invention 
promoters of the inventions evaluated as well as the number of times inventors have 
realized a positive balance of cash flow fit>m such transactions would be useful to 
inform prospective clients. 

Proposed section 55 specifies certain mandatory contract terms. Each contract for 
invention promotion services must include the terms and conditions of payment, a 
description of the services which the promoter undertakes to perform, a statement 
of whether the promoter will construct or distribute protot3rpes of the invention and, 
if any representation of projected earnings has been given, a statement of that pro- 
jection along with a description of the data upon which it is beised. 

Proposed section 56 (b) would establish a cause of action against an invention pro- 
moter by any customer who is iryured by a false or fraudulent statement or omis- 
sion of material fact by the promoter. The recovery may be the greater of $5,000 
or the amount of actual damages sustained. Reasonable costs and attorney's fees 
may also be recovered from the promoter. The willful misrepresentation of such in- 
formation is made a misdemeanor subject to a fine of up to $10,000 for each offense 
by proposed section 58. While the AIPLA agrees with the establishment of the new 
criminal sanctions, we strongly endorse the creation of a private right of action, es- 
pecially with statutory damages and the availability of reasonable costs and attor- 
ney's fees. Federal, state, and local enforcement agencies too frequently do not have 
the resoiu'ces to prosecute unscrupulous invention promotion firms. Not only would 
the creation of such a private cause of action address this reaUty, but the availabil- 
ity of statutory damages along with costs and attorney's fees would increase the 
likelihood that injured inventors could actually recover sufficient damages to justify 
their bringing such actions. 

The AIPLA believes that federal legislation regulating the conduct of invention 
promotion organizations is long overdue. Each year literally thousands of 
unsuspecting, first-time inventors are defrauded by unscrupulous invention pro- 
motion firms throughout the United States. Unfortunately, insufficient efibrts have 
been directed toward stopping the activities of these organizations due to the scar- 
city of resources in the various agencies having enforcement powers. We are ex- 
tremely pleased to see this title included in the Committee Ihint and we look for- 
ward to its prompt enactment. 

Title II—First to Invent Defense Act 
Title II of the Committee Print protects American jobs and workers and provides 

a leveling of the playing field for American innovators with respect to their foreign 
competition. Section 202 of Title II would add a new section 273 to Title 35 which 
provides a carefully creifled defense to a charge of patent infiiingement for a person 
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who has made a good faith, commercial use of the subject matter of a patent prior 
to the earUest effective fihng date of that patent. 

There are a number of reasons why it is not feasible or even possible to patent 
every invention which could be patented. First and foremost are costs. The costs of 
seeking and obtaining patent protection in the United States are high. These costs, 
as well as the costs of enforcing patents in this country, have become so hi^ that 
U.S. companies, regardless of size, must carefully prioritize which inventions they 
seek to patent. These costs fall even more heavily on smaller U.S. firms, and espe- 
cially on independent inventor-innovators, who are frequently limited to patenting 
only their most important inventions. 

The even higher costs of patenting in foreign countries exacerbates the dilemma 
faced by U.S. companies who develop and manufacture high technology products. 
The costs of obtaining and maintaining one patent for its 20-year life through the 
European Patent Office for each of its 18 members are well over $100,000. U.s! com- 
panies also face the additional costs of patent protection in Japan, Canada, Aus- 
tralia and the big emerging markets such as Cnina, South Korea, Mexico, Brazil 
and Areentina. 

The feUure of U.S. manufacturers to patent their inventions in other countries be- 
cause of these high costs constitutes a free gift of technology for all of those inven- 
tions—the vast majority—whose sale fully discloses to competitors how to make the 
inventions and compete with the innovator in foreign markets. 

Industrial process technology presents another difficult dilemma for its creators. 
Identifying a competitor's use of a patented process can be extremely difficult in the 
United States and virtually impossible in foreign countries. Even if obtaining pat- 
ents in the United States and abroad were economically feasible, the patent's disclo- 
sure of the process presents a significant risk to the patentee in the United States 
and foreign markets. Especially in the case of products made abroad and imported 
into the United States, it is very difficult to prove that the products were made by 
a particular process that infringes a patent m the United States or the country of 
or^in. 

For these and other practical reasons, many U.S. compemies, and especially small- 
er U.S. companies, are forced to forego patenting of many inventions. In the case 
of industrial process technology and certain manufacturing equipment, these compa- 
nies seek to protect their technology under trade secret laws. Because patents mav 
not completely protect such technology, and because infringement by others which 
occurs within the confines of their own factories is virtually undetectable, disclosing 
such technology through patents is not the best way to protect it. Practicing the 
technology in secret is more effective. This creates the possibility that a second, 
later U.ST or foreign inventor may obtain a U.S. patent on technology already being 
commercially used, but which has not been publicly disclosed. This later inventing 
U.S. or foreign holder of a U.S. patent could then obtain an ipjunction and prevent 
the U.S. manufacturer from further use of the invention, even though the U.S. man- 
ufacturer had made the benefits of the invention available to the American public 
though its commercial trade secret use of the invention. 

A personal defense against the possibility of an infringement suit by a second in- 
ventor offers reUef to U.S. manufacturers who, for the reasons mentioned, cannot 
afford to patent every marginally valuable invention. It also protects those who do 
not wish to disclose an industrial process in a patent, the enforcement of which is 
problematic. A prior use defense would allow American manufacturers to commit re- 
sources to the commercialization of such inventions without patenting, but with se- 
curity that a later inventor could not subsequently disrupt their operations. 

A prior use defense will also prove very useful in connection with computer pro- 
gram related inventions. The traditional practice of the Patent and Trademark Of- 
fice had been very restrictive with regard to the granting of patents on computer 
program-related inventions. The 1996 Proposed Examination Guidelines for Com- 
puter-Implemented Inventions adopted by the Patent and Trademark Office recog- 
nized that judicial decisions required that this restrictive practice be liberalized. 
These guidelines foreshadowed the decision of the Court of Appeals for the Federal 
Circuit in State Street Bank & Trust Co. v. Signature Financial Group, Inc., 149 
F.3d 1368 (1998) which held that a computer program for calculating mutual fund 
values was patentable subject matter under 35 USC 101. This decision put to rest 
the notion that "methods of doing business" were not patentable subject matter. 
Thus, many businesses that eschewed seeking patents for similar subject matter 
may now fiiid that the techniques they have used as trade secrets in their daily op- 
erations are being patented by others, putting them at considerable risk. Moreover, 
as more individuals seek patents on their computer programs, there is also the pos- 
sibility that patents will be granted on programs which have been used by others 
in years past simply because such prior programs are not readily available to the 
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Patent and Trademark Office for citation in the examination process. Accordingly, 
the prior use defense of Title II should prove invaluable, especially during such 
transitions in patentable subject matter. 

It is important to note that foreign inventors and manufacturers, though con- 
fronted with the same practical problems as their American counterparts, do not 
fece the possibility that a later inventor can obtain a patent and disrupt their home- 
based manufacturing operations. This is because virtually all industrialized coun- 
tries protect their domestic manufacturers with a prior use defense {See Keith M. 
Kupferschmid, Prior User Rights: The Inventor's Lottery Ticket, 21 AIPLA Quarterly 
Journal No. 3, (1993). Thus, while a Japanese or German company with a U.S. pat- 
ent could preclude the use of an industrial process or a machine used internally by 
a U.S. company as a trade secret for years before the patent application for the proc- 
ess or machine was even filed, the reverse is not the case. American inventors hold- 
ing patents in any of our major trading partners could not preclude use of the pat- 
ented invention by a company which had begun its use of the invention before the 
American inventor filed a patent application. When 45 % of all U.S. patents are 
being granted to foreign firms, this unbalanced playing field is, of itself, a strong 
economic argument in support of Title II. The laws of the United States should pro- 
tect American jobs and businesses. 

Moreover, it must be remembered that, for the great nugority of inventions, effec- 
tive protection can only be realized through the patent system. While protection 
under trade secret laws is available for certain manufacturmg processes and equip- 
ment, most inventions can be reverse engineered and copied once they are placed 
on the market or are otherwise publicly disclosed. Moreover, because trade secret 
laws generally provide limited protection in comparison to patent law, protection 
under trade secret laws will rarely be chosen where efifective patent protection is 
available. 

The AIPLA support of Title 11 is predicated on the fact that it provides a carefully 
crafted, limited prior use defense. The limitations of Title 11 ensure that U.S. pat- 
entees wiU continue to eiyoy their full, exclusive patent rights except in certain rare 
situations where an earlier-started, domestic commercial use will be allowed to con- 
tinue under restricted circumstances. We have every confidence that the prior use 
defense will be rarely used based on experience in other countries having prior use 
provisions which are more readily available than those which would be established 
under Title II {See Lise Osterborg, Towards a Harmonized Prior User Right Within 
a Common Market System, 12 InU. Review Indus. Prop, and Copyright 447 (1981). 
However, it is not the frequency of use, but the protection against changes in the 
law through judicial opinions and the elimination of the need to patent every inven- 
tion that are important. 

There are a number of limitations on the establishment of a prior use defense con- 
tained in section 273. First, the burden of proving that a person is entitled to the 
defense is always on the person asserting the defense (273(bX4)). Moreover, the 
prior use defense established by Title II is not a general license under all of the 
claims of the patent in issue: it is a defense only to the claim or claims in the patent 
which the person asserting the defense had commercially used. 

The prior use defense could not be Ucensed, assigned or transferred to a third 
party except in connection with the good faith assignment or transfer of the entire 
portion of the business to which the defense relates (273(bX6)). Finally, under sec- 
tion 273(bX3XB), a person may not assert a prior user defense based on information 
that was derived from the patentee or those m privity with the patentee. 

The scope of proposed new section 273 has even been further restricted from the 
text offered in H.R. 400, which text was already quite restricted as previously indi- 
cated. Section 273, as proposed in H.R. 4(X), would also have established a personal 
defense where a person had undertaken "effective and serious preparation" to 
achieve commercialization of an invention that could not be commercialized without 
a significant investment of time, money and effort. This feature would have avoided 
the possibility that a domestic manufacturing firm would spend large sums of 
money in preparation for commercialization o;3y to be blocked before actual com- 
mercialization could be achieved. In an effort to accommodate the concerns of oppo- 
nents of this provision in H.R. 400, it has been dropped fix>m section 273 in the 
Committee Print. 

Another limitation has been added to section 273 of the Committee Print to clarify 
the types of inventions which will qualify for the defense. We interpret section 
273(hX3XA) to mean that only those patentable inventions which can oe commer- 
cially used as trade secrets can give rise to a prior use defense. 

In light of the clear need for a prior use defense to place American businesses on 
a more equal footing with their foreign competitors, the AIPLA supports enactment 
of Title II, even with these new limitations to its scope. 



58 

Title Ill-Patent Term Guarantee Act 
Section 301 of Title III would amend the provisions of section 164(b) of title 35 

which authorize the Director (formerly Commissioner) to extend the term of patents 
in certain circumstances. It would add two new patent term guarantees to the three 
existing possibilities for a term extension to compensate for delays in the patent 
issuance process. One new provision, first included in H.R. 400, would extend the 
term of a patent up to ten years for administrative delays by the PTO. A second 
new provision, also found in H.R. 400, would guttrantee any diUgent applicant a day 
for day extension for any period longer than Uiree years that the PTO took to issue 
a patent. It would also extend the maximum period of extension from five to ten 
yetirs for delays experienced by virtue of successful appellate reviews and would pro- 
vide for unlimited extensions for delays experienced as a result of interferences and 
secrecy orders. 

The AIPLA strongly supports retaining a patent term of twenty years from filing 
and endorses the refinements made by Title III. A return to the old law with a pat- 
ent term measured from grant, as some advocated in the past, would be especially 
harmful to small, entrepreneurial businesses. A system which allows an inventor to 
file a broad, conceptual patent application, secretly track the commercial develop- 
ments of others for years, and then permit a patent to issue purporting to monopo- 
lize a mature industry, can seriously disrupt the commercial activities of established 
corporations. However, when the victim is a small, entrepreneurial enterprise which 
is struggling to develop its product line and secure meu-kets while repaying venture 
capitalists, the result can be catastrophic. 

In response to concerns by some that the Patent and Trademark Office might be 
hesitant to admit that it was the cause of an administrative delay, amended section 
154(bXlXA) sets forth objective criteria for determining when an administrative 
delay has occurred. These criteria—a "time clock" as some prefer to call it—provide 
Uiat the Patent and Trademark OflRce must take certain specified steps within set 
time limits and that failure to do so constitutes an administrative delay which will 
result in an extension of the patent for each day the Office wtis late in taking the 
step in question. Thus, a first action or notice of allowance must be mailed within 
14 months of filing; a response to an appUcant's reply must be given within 4 
months of the date of receipt of that reply; action following a decision of the Board 
of Patent Appeals and Interferences or a Federal Court must be taken within 4 
months of the date of decision; and a patent must be issued no later than 4 months 
after the date on which the issue fee was paid. 

The guarantee that no diligent patent applicant would receive less than a seven- 
teen year term was added to accommodate those who still feared that, despite their 
best efforts, they would fail to receive a patent in three years and that the other 
safety nets would not provide reUef. We believe that it is a useful addition because 
it puts to rest once and for all any question of whether a diligent patent applicant 
will be able to receive at least seventeen years of exclusive patent rights and yet 
it will not be subject to the abuses possible with a term measured from grant. There 
is, Mr. Chairman, simply no valid basis to argue for a return to the previous law 
and the problems associated with it. 

One last word on Title III is in order. Section 303 permits an applicant, upon pay- 
ment of a fee, to continue the examination of an application under final rejection. 
It does not, as some have asserted, permit third parties to intervene or participate 
in the initial examination process. Instead, it allows the applicant to speed-up the 
examination process by avoiding the filing of a continuing application. 

Title rV—Publication of Foreign Filed Applications Act 
Section 402 of Title IV of the Committee Print would amend section 122 of Title 

35 to provide, with three exceptions, for the publication of each pending application 
promptly after the expiration of 18 months fimm its earliest effective filing date. The 
three exceptions are: 

1) if the application is subject to a secrecy order, 
2) if the application is no longer pending in the PTO, or 
3) if the applicant indicates to the PTO that the invention disclosed in the ap- 

plication will not be the subject of an application that will be filed abroad 
m a country, or through a treaty, that will result in the application being 
published at 18 months. 

The third exception is a very significant change fivm H.R. 400 as the Subcommit- 
tee reported it in the 105th Congress. It reflects the amendment adopted on the 
House floor. The AIPLA has long favored 18-month publication of U.S. patent appli- 
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cations and would prefer not to have a carve-out for applicants only seeking patents 
in the United States. 

Early publication will allow inventors to put others on notice that they have 
staked out an area of technology, warning them to "^eep ofif." In turn, this no tres- 
passing sign will allow other U.S. inventors to avoid duplicative research and opti- 
mize investment decisions in pursuing technological development. Moreover, the in- 
ventor who gives this warning through publication is fully protected by provisional 
rights against anyone foolhardy enough to ignore this warning. The publication of 
pending patent applications is also a cost effective means of ensuring that United 
States' inventors will have prompt access—in the English language—to a com- 
prehensive technological database similar to that which foreign inventors in our 
mfgor trading partners already receive in their Itmguage from their regional and na- 
tional patent offices. 

In addition, early pubUcation will assist the Patent and Trademark Office in its 
examination of patent applications by more effectively placing relevant prior art be- 
fore examiners. Potential interferences can be identified and provoked by applicants 
at an early date, avoiding situations where later filed applications issue before ear- 
lier filed applications for the same invention. Inventors and companies will be able 
to receive more complete and accurate patentability assessments in non-infringe- 
ment opinions since potentially adverse patent rights can be more readily identified 
and monitored. 

Finally, 18-month publication will complement our 20 yeais-from-filing-patent- 
term and serve to completely eliminate the adverse consequences of an application 
that is allowed to languish in secrecy for years in the Patent and Trademark Office 
before issuing as a patent—to the surprise of an industry built on what had been 
thought to be public domain technology. Not only will U.S. companies know at a rel- 
atively early stage what technology may be the subject of a patent, but they also 
know when the term of the patent covering that technology will end. 

Notwithstanding the strong arguments favoring publication of all U.S. patent ap- 
plications, the reality is that the House of Representatives and the Senate Judicicuy 
Committee are not prepared to take this step at this time. Arguments that early 
publication would disadvantage American inventors by disclosing their inventions 
before patent grant have carried the day. The AIPLA regrets this r«ality and be- 
lieves that it wiU preclude the United States from receiving the full measure of ben- 
efits of 18-month publication—but we accept this change and believe that Title FV 
still provides significant benefits as outlinea previously and should be enacted. 

The provisional rights protection mentioned earlier is set forth in Section 404 of 
the Committee Print which adds a new subsection 154(d) to Tide 35. Under this 
new subsection, em inventor, following the grant of his or her patent, would be enti- 
tled to a reasonable royalty from anyone who, with actual notice of the published 
patent application, made, used, offered for sale, sold, or imported into the United 
states the claimed invention during the period from publication of the appUcation 
until grant of a patent. This is an important new right for inventors. Today, an in- 
ventor has no protection for the use of his or her invention until patent grant. Any 
inventor marketing an invention afler filing a patent application has no protection 
against a copier until patent grant. This provision eliminates this problem. Inven- 
tors seeking to license their inventions could request publication upon filing and be 
fully protected against the loss of revenue while they sought licensees. 

Under subpeu-agraph (2) of new subsection 154(d), a reasonable royalty would be 
available where an infringed claim of the issued patent is substantially identical to 
at least one claim in the published application. We believe that the "substantial 
identity" requirement strikes an appropriate balance; the person seeking to obtain 
royalties for the use of an invention in a published application should have the obli- 
gation of informing the public what he or she believes is the patentable invention. 
It has been suggested that infringement of a claim of the published application and 
a claim of the patent would suffice. This more relaxed standard would place an un- 
acceptable burden on the public. It would allow an applicant to include a single, ex- 
tremely broad claim—even a clearly unpatentable claim —in the published applica- 
tion and then leave it to the applicant's competitors to a) imagine what the appli- 
cant might ultimately claim and b) conduct their own private examination to deter- 
mine whether any such imagined claim that the competitor might infringe would 
be valid. This would unfairly shift the applicant's responsibility of identifying pat- 
entable subject matter to the public, resulting in wasteful and speculative effort. An 
appUcant can adequately protect his or her interests by including an array of claims 
in an application, ranging from very broad to very specific, so that the published 
application could provide proper notice to the public by setting forth the information 
needed to evaluate applicant's claims and to avoid infringing activity. 
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Two additional amendments have been incorporated into the Committee Print to 
respond to concerns that were ejmressed about the pubUcation provisions in H.R. 
400. First, while it was acknowledged that provisional rights woxild compensate in- 
ventors for the use of their inventions between publication and grant, there was a 
desire that injunctive rights also be provided. Proposed new subsection 154(dX5) an- 
swers that desire by permitting the piecemeal granting of a patent for a pubUshed 
appUcation. Under this new provision, as soon as one claim of a published applica- 
tion is allowed, an applicant can request the patent be granted. The remaining 
claims would be added to the patent as they are approved, out, importantly, the in- 
ventor would have an early-granted patent which could be used to eqjoin further 
use of the protected invention. 

Another new protection is added by proposed new subsection 122(c ). Under cur- 
rent law, there is a procedure under which a third party can file a protest to the 
issuance of a patent during the examination of an appUcation. To adaress concerns 
that publication would increase the instances in which third parties must file such 
protests, subsection 122(c ) precludes any protest or other form of pre-issuiince oppo- 
sition to the grant of a patent unless the applicant consents. 

Accordingly, it is clear that, even with tne unfortunate carve-out for publication 
of applications filed only in the United States, there are still advantages for the 
public and for inventors in the early pubhcation provisions of Title IV. 

Title V~ Patent Litigation Reduction Act 
The AIPLA strongly supports the amendments which would be made by Title V 

to permit the public to have limited participation in the reexamination process. The 
reexamination procedure which the Committee Print would establish will provide a 
relatively inexpensive alternative to costly district court Utigation for patent owners 
and members of the public to determine the proper scope and coverage of patents. 
This would be achieved by permitting limited and tightly-controlled participation of 
the pubhc in the reexamination process. 

Wiere a reexamination proceeding is initiated upon the request of a third party, 
amended section 305 would give a third party requester one opportunity to file writ- 
ten comments on each response by the patent owner. Amended section 306 would 
allow either the patent owner or a third party requester to appeal the final decision 
of an examiner in a reexamination to the Board of Patent Appeals and Interferences 
(BPAI), and allow each to be a party in an appeal taken by the other to the BPAI. 
Similarly, it would allow either the patent owner or third party requester to appeal 
a final decision of the BPAI to the Court of Appeals for the Federal Circuit (CAFC) 
and, again, each could be a party in an appeal taken by the other. 

We have now had nearly 18 years of experience with the existing reexamination 
system contained in sections 301-307 of Title 35. Its purpose was to provide an ave- 
nue for patent owners and third parties to bring to tne attention of the Patent and 
Trademark Office pertinent patents and printed materials which an examiner might 
not have uncover^ during the course of patent examination. It was believed that 
reexamination would provide an efficient, effective, and relatively inexpensive tech- 
nique for the Office to consider whether an issued patent should be narrowed, or 
whether it should not have been issued at all. It was perceived that the reexamina- 
tion process would thus benefit patent owners, the public, and lessen the burdens 
on the federal court system. 

During the debate on the estabUshment of the patent reexamination system in the 
United States, attention was focused on achieving the right balance between, on the 
one hand, permitting third parties to come forward with evidence and participate 
in proceedings and, on the other hand, providing patent owners with a means to 
evaluate the vaUdity of issued patents quickhr and inexpensively without undue har- 
assment. In hindsight and with 18 years of experience, we beUeve that the proce- 
dure is not performing as effectively as was envisioned and that a better balance 
needs to be struck between third party participation in the reexamination and pat- 
entees receiving a prompt and inexpensive reexamination. The AIPLA beheves that 
Title V strikes the needed balance between these competing goals far better than 
existing law. 

While making the reexamination procedure fairer and thus enhancing its pros- 
pects for achieving its goals as an effective but inexpensive alternative to litigation, 
the Committee Pnnt retains the existing safeguards against harassment and adds 
several more. The Committee Print retains the all important threshold criteria 
which must be satisfied before a reexamination is initiated: the Director must find 
that the request for reexamination raises a "substantial new question of patentabil- 
ity" affecting a claim of a patent. Absent such a finding, no reexamination can be 
initiated. Moreover, the Director's finding in this regard is final and nonappealable. 
Patentees cannot be harassed by repeat^ requests for reexamination citing patents 
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and publications which are merely cumulative to those cited and considered by the 
examiner during the initial examination. 

H.R. 400, as introduced, added a number of additional safeguards and several 
more have been added during consideration of Title V by the House and Senate Ju- 
diciary Committees during the last two years. The Committee Print would amend 
section 301 of Title 35 so that individusils citing prior art could no longer have their 
identities excluded from a patent file and remain anonymous. Amended section 302 
would require a third pai^ requester to identify the real party in interest. Once 
reexamination has been ordered, section 308 precludes a third party requestor from 
filing a subsequent request for reexamination until the earlier reexamination is ter- 
minated, unless authorized by the Director. Also under new section 308, if a third 
party requestor is sued for patent infringement and fails to prove an assertion of 
invalidity, or if a reexamination proceeding instituted by the requestor is favorable 
to the patentability of any claim in the patent, that third party cannot thereafter 
request reexamination on the basis of issues which were or which could have been 
raised. Finally, if a third party appeals a final decision of the BPAI to the CAFC 
or participates in such an appeal, tnat third pju1;y would be estopped from later as- 
serting—in any forum—the invalidity of any claim found patentable by the CAFC 
on any ground the third party raised or could have raised. 

With the improvements made by Title V, patent reexamination proceedings will 
provide members of the public with a more effective administrative procedure to test 
the scope and vEilidity of patents. These changes will be especially beneficial for 
small businesses which simply cannot afford to engage in protracted litigation to 
chidlenge patent validity in Federal district courts against well-financed patent 
owners. At the same time, the numerous safeguards that have been added ensure 
that the procedures cannot be abused: the safeguards will protect small firm patent 
owners from efforts by well-financed predators to use the improved reexamination 
procedures as a vehicle for harassment. The system wiU be fairer to both parties 
and its use should increase, reducing the burden on the coiuts. 

Notwithstanding the desirability of improved reexamination procedures, the 
House adopted an amendment which deleted the corresponding Title fi^m H.R. 400 
during the floor debate in the 105th Congress. Without Title V, the existing dis- 
incentives for third parties to use the inexpensive administrative proceedings in the 
Patent and Trademark Office to challenge patent validity will remain. A third party 
that imcovers a patent or publication missed by the examiner during the initial ex- 
amination wiU simply hold on to it for use in federal court as a defense to a claim 
of patent infringement. The patentee will lose the opportunity to learn, in an admin- 
istrative proceeding, that its patent claims are invalid or perhaps too broad. Instead 
of having the opportunity of narrowing his or her claims and having them upheld 
by the Office, a patentee would much more likely be confixjnted with such references 
for the first time in federal court where the patentee will spend hundreds of thou- 
sands of dollars only to have the patent found invalid. This will clearly impact inde- 
pendent inventors and small businesses most adversely. However, as noted above, 
the Committee Print contains numerous additional sa^guards that we believe are 
fiilly responsive to the concerns which were expressed on the House floor during de- 
bate on H.R. 400. These additional safeguards will ensure that the procedures will 
not be abused and that reexamination can achieve its purpose of offering em effec- 
tive, inexpensive alternative to litigation. We urge adoption of Title V. 

Title VI-Patent and Trademark Office Efficiency Act 
Title VI seeks to address a number of the problems confronting the PTO by estab- 

lishing it as an independent agency^ with greater operational flexibility and inde- 
pendence to more effectively and efficiently serve the patent and trademark commu- 
nities. While the PTO would be under the policy direction of the Secretary of Com- 
merce, it would not be subject to direction or supervision by the Commerce Depart- 
ment for purposes of internal management, i.e., it would be insulated fix)m micro- 
management by mid-level bureaucrats in the Department of Commerce. 

This arrangement differs substantially fi^m tne provisions of both H.R. 400 and 
S. 507 in the 105th Congress which would have transformed the PTO into a wholly- 
owned government corporation subject to Chapter 91 of Title 31 of the United States 
Code. The government corporation concept had been proposed following two in-depth 
studies by the National Academy for Pubhc Administration—studies which found 
that the activities of the PTO made it an ideal candidate to become a government 
corporation. Unfortunately, the government corporation proposal was the target of 
a great deal of unfounded criticism in the 105th Congress which had little sub- 
stance. In proposing to make the PTO an independent agency, however, the Com- 
mittee Print does carry forward many of the operational authorities contained in 
H.R. 400 and S. 507. For example, the PTO would be permitted to enter into supply 
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contracts without regard to the Federal Property and Administrative Services Act 
of 1949, to competitively procure printing services without regard to title 44, and 
to recruit sufficient numbers of patent Euid trademark examiners to promptly proc- 
ess the incoming applications without being subject to the personnel limitations 
which hurt the PTOs pendency reduction efforts in the past. 

The IP policy function currently exercised by the Commissioner would remain 
with the Director and not be assigned to a new position of Under Secretary for Intel- 
lectual Property Policy as in H.R. 400 as approved by the House in the 105th Con- 
gress. In the Committee Print, the Director would be appointed by the President, 
and the Director would appoint a Commissioner for Patents and a Commissioner for 
Trademarks. One of the particularly salutary features of H.R. 400 would be carried 
forward in the Committee Print: the Director would be required to develop an an- 
nual performance agreement with the Secretary, incorporating measurable organiza- 
tion and individual goals for the key operational areas of the PTO. Based upon the 
Director's success in achieving the agreed-upon goals, the Director would be eligible 
for an annual bonus of up to 50 percent of the Director's salary, which could result 
in a total compensation of approximately $189,000. The incorporation of a perform- 
ance plan for the Director along with a requirement in amended section 2(bXF) to 
establish regulations that provide for development of a performance-based process 
with standards for evaluating cost-efifectiveness are applauded by the AIPLA. As 
you are aware, Mr. Chairman, the AIPLA has been spearheading an international 
effort in which you have been participating aimed at reducing the costs of patenting. 
Other industrial property offices have been doing a better job on this front than the 
United States Patent and Trademark Office. The only cost reduction progress made 
to date by the United States was due to your efforts inpushing through H.R. 3723 
in the last Congress. The Committee Print moves the PTO toward the type of per- 
formance-based organization championed by the Vice President which would put the 
PTO's performance—quality as well as costs—in the spotlight. This is a desirable 
direction. 

Section 614 of the Committee Print also increases oversight of the PTO by estab- 
lishing a 9-member Patent and Trademark Office Public Advisory Committee. The 
composition of the Advisory Committee will be proportional to the number of patent 
applications filed by domestic small and large entities. This was requested by the 
'Technology Chairs of the White House Small Business Conference as one of their 
conditions for supporting the substance of this legislation in the 105th Congress. 
The Advisory Committee will review the poUcies, goals, performance, budget and 
user fees of the PTO and report annually on these matters to the President and the 
respective Judiciary Committees of Congress. This will enhance the oversight of the 
PTO and should go far toward assisting the Director in managing the Office. 

Again, we understand that political reaUties sometimes preclude achieving what 
the AIPLA and others beUeve would have been a preferable structural reform. Nev- 
ertheless, we beUeve that the insulation of the PTO from meddling by mid-level bu- 
reaucrats in the Commerce Department, the increased operational flexibilities, emd 
the enhanced oversight which would be achieved througn the Committee Print are 
desirable improvements and should be adopted. 

Title VIJ—Miscellaneous Patent Provisions 
Title VII contains, as its title implies, a number of miscellaneous refinements to 

the patent law which have been suggested over the years. Section 701 of Title VII 
amends section lll(bX5) of Title 35 to enhance the attractiveness of provisional ap- 
plications by permitting applicfmts to convert a provisional application into a non- 
provisional application notwithstanding the absence of a claim. This is a desirable 
change to the patent law. It would, in essence, allow applicants to expeditiously file 
a non-provisional application through a simple conversion of a provisional applica- 
tion, without burdening the applicant by requiring the filing of what would essen- 
tially be a duplicate of the provisional application. This is a user friendly change 
which the AIPLA heartily endorses. 

Section 706 adopts another amendment requested by the Technology Chairs of the 
White House Small Business Conference. The provision would amend section 102(g) 
of Title 35 to eliminate the possibility of that section being interpreted as not pre- 
cluding the issuance of a patent to a second inventor where the invention was first 
made by another inventor in a WTO member country. 

Section 707 eliminates the problem which can arise when ftxim team research 
when a patent application covering a portion of the research team's results creates 
prior art against a later filed patent application covering another portion of the 
team's resiuts. To avoid that problem today, the earlier and later patent applica- 
tions must combined into a single patent application. The exclusion from prior art 
of prior inventions arising from team research was the subject of a 1984 amendment 
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to the patent law, but that amendment does not apply when the prior invention is 
made me subject of a patent application. Section 707 corrects this deficiency, there- 
by eliminating the need for elaborate and expensive patent procurement strategies 
that are now required to accomplish the same result. 

H.R. 1225, the United States Patent and Trademark Office Reauthorization 
Act, Fiscal Year 2000 

The Patent and Trademark Office has been a target of opportunity for both the 
President and the Congress since the enactment of the Omnibus Budget Reconcili- 
ation Act of 1990 which imposed a surcharge on patent fees. In this decade, the PTO 
will have collected over $300 million in patent fees which have been used to support 
other unrelated government programs. Even when the surcharge was set to expire 
at the end of Fiscal Year 1998, the addiction to using PTO fees as a "petty cash 
accoimt" for funding other government programs was so ingrained that the Presi- 
dent requested Congress to increase the base statutory patent fees to a level that 
would permit diversion. Thanks to you and the members of your Subcommittee, Mr. 
Chairman, you resisted that request and actually reduced patent fees for the first 
time in our Nation's history. 

Addictions are not easy to cure, however. In the Fiscal Year 2000 Budget, the 
PTO is once again being singled out for special treatment. Specifically, the Presi- 
dent's Budget proposes that the PTO impose a surcharge on patent and trademark 
fees to raise $20 million to pay for the accrued personnel costs associated with post- 
retirement health and life insurance benefits of PTO employees. For reasons which 
I will explain, the AIPLA strongly opposes the imposition of any surcharee on pat- 
ent and trademark fees under the current circumstances in which the PTO finds 
itself. Accordingly, we whole-heartedly endorse H.R. 1225 which would withhold 
frtjm the Commissioner any authorization to impose a surcharge on patent and 
trademark fees. 

For FY 2000, the President's Budget requests Congress to appropriate (in lay 
terms, allow the PTO to spend from fees it has collected and will collect) $902 mil- 
lion for the operations of the PTO. The monies will be derived from $116 miUion 
in PTO fee revenues that will be collected but not spent in the current fiscal year 
and the balance fi-om PTO fee revenues collected in FY 2000. However, the PTO 
currently estimates that it will collect $946 million in FY 2000, so that, with the 
$116 mulion, it will have a total of $1,062 million—$160 million more than it cur- 
rently states it can productively spend in FY 2000. Accordingly, the President's 
Budget proposes that the $160 million in excess fees be "carried over" to FY 2001, 
much the same way that the $116 million will be carried over from this fiscal year 
to FY 2000. It is in this context, a situation where the PTO will collect $160 million 
more than it needs in FY 2000, that the President's budget proposes that the PTO 
collect an additional $20 million to fund post-retirement health and life insurance 
benefits. Clearly, H.R 1225 takes the correct path: there should be no $20 million 
surcharge while there is a $160 million surplus of PTO revenue in FY 2000; the $20 
million should be taken from the surplus. 

Finally, one word of caution. If the PTO is not authorized to impose a surcharge 
on patent and trademark fees to raise the desired $20 million, there could be an 
effort to raise the funds to pay the post-retirement benefits by reducing the PTO's 
operating budget by $20 million. If this possibility gains any momentum in the ap- 
propriations process, the AIPLA would strongly urge that H.R. 1225 be amended to 
totally block the transfer of any fiinds from tne PTO to pay for such health and life 
insurance benefits. The PTO must be adequately fiinded to carry out its important 
role of stimulating the American high technology and business communities tnrough 
the timely grant and registration of reliable patents and trademarks. It is time to 
stop abusing the PTO and its users as sources for special financial contributions, 
i.e., taxes, not requested of other fee-funded government agencies. 
Conclusion 

The Committee Print would provide sorely needed improvements in America's pat- 
ent laws and in the iiinctioning of its patent system. It is important that this legis- 
lation be enacted promptly. The United States faces intense economic competition, 
especially in the technology arena, with £ill of our major trading partners. Our suc- 
cess in this competition may depend on whether, relative to our trading partners, 
we find the means to best stimulate innovation and best protect the creativity of 
our citizens. The changes that the Committee Print would make in the U.S. patent 
laws will go far toward assuring that the U.S. creative community can continue its 
leading role in creating, developing, and commercializing cutting edge products and 
services. H.R. 1225 will stop the Administration from abusing the funding authority 
of the PTO and set the proper tone for the international effort to reduce patenting 
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costs. The AIPLA supports both measures and ur^s that they be favorably reported 
and promptly sent to the full House for a vote. 

Mr. COBLE. Thank you Mr. Kirk. Mr. Muller. 

STATEMENT OF KIM L. MULLER, VICE PRESIDENT, 
INTERNATIONAL TRADEMARK ASSOCIATION 

Mr. MULLER. Good afternoon, Mr. Chairman. 
The International Trademark Association, an organization of 

37,000 trademark owners and practitioners, is pleased to be here 
today to support your efforts in making the PTO a more efficient 
and customer friendly agency. 

We, like you, beUeve that in order for America to maintain a 
leadership position in the global economy of the 21st Century, 
there must be safeguards to protect the Nation's greatest strengths, 
its ideas, and ingenuity; in short, its intellectual property. 

The American Inventors Act, the bill before us today, is intended 
to do just that: make intellectual property a vehicle for American 
leadership on the global economic stage. My comments will be di- 
rected toward the provisions of title VI, coUectively known as the 
Patent and Trademark Office Efficiency Act, properly designed to 
free the PTO from the bureaucratic red tape that has so often pre- 
vented it from providing its customers witn the best possible serv- 
ice. - 

Under the able leadership of Acting Commissioner Todd Dickin- 
son, the PTO has committed to implement an integrated agency- 
wide Quality Improvement Program to satisfy customer needs. For 
trademarks, the PTO will expand its investment in new technology 
designed to improve searches and work with trademark owners to 
set and achieve new standards of quality for the examination of 
trademark applications. However, Commissioner Dickinson and his 
team at the PTO cannot obtain these goals unless Congress pro- 
vides a viable means for them to do so. 

The PTO Efficiency Act is definitely a step in the right direction, 
recognizing the need for the PTO to run as a private enterprise, 
meeting the needs of its customers who fund it, so it cem survive 
and prosper to meet future challenges. 

In particular, we are pleased to see that the bill establishes the 
new PTO as an independent agency of the United States. We hope 
this will help block efforts to transfer the agency's funds, which are 
derived entirely from user fees to imrelated programs within the 
D^artment of Commerce or elsewhere within the Government. 

We were also encouraged by language that would allow the new 
PTO to acquire property without the obstacles it now encounters. 
The fact that there are fewer restrictions on the acquisition of real 
property will be especially welcome since the PTO has recently ac- 
knowledged that it may not have enough space for all its new 
hires. 

There are aspects of the proposed organization and management 
of the new PTO as contained in your biU that deserves praise as 
well. Take for example the proposed incentive program to retain 
qualified employees and the Annual Performance A^eement for 
the leadership of the agency. These programs are similar to what 
we see in private enterprise. 
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Finally, Mr. Chairman, INTA is pleased that you have chosen to 
incorporate a consultive mechanism between leadership of the new 
U.S. pro and the intellectual property community. This concept of 
a Public Advisory Committee is crucial to maintain open Unes of 
communication between leadership of this new agency and the cus- 
tomer who will benefit fi"om its services. However, in section 614, 
there is not included a trademark representative, only representa- 
tive of patent applications. We assume that this was an imintended 
oversight. 

ENTA fully supports your efforts, but INTA also proposes con- 
structive amendments to the bill to recognize the important role 
that trademarks play in oxir U.S. economy. These amendments are 
not controversial and reflect our view that patents and trademarks 
are not the same and what is good for one is not always good for 
the other. For example, the patent right and the trademark right 
find their respective genesis in different constitutional articles. 

One right is finite, the other indefinite, as long as use continues. 
These suggested proposals can be outlined as follows: one, des- 
ignate a Commissioner for Trademarks as the person charged with 
solely managing trademark operations; two, provide a Commis- 
sioner for Trademarks with a level of discretion concerning her ad- 
ministration of the Trademark Office; three, establish the patent 
and trademark side of the agency as separate administrative units; 
four, strengthen existing provisions that protect trademark fees 
fi"om users beyond trademark operations and policy initiatives; and, 
five, create two separate public advisory committees, one for patent 
and one for trademarks. 

We believe these proposals will strengthen the bill to provide the 
Trademark Office witlun the new U.S. PTO a greater level of au- 
tonomy and responsibility for its own administrative, financial, and 
personnel matters. I come to the close of my statement now, Mr. 
Chairman. 

On behalf of the International Trademark Association, I once 
again thank you for the opportunity to express our views. INTA 
looks forward to continuing to work with this subcommittee and its 
staff to guarantee that the PTO, in particular trademark oper- 
ations, are accorded the property treatment in hght of the impor- 
tant roles trademarks play in the U.S. economy. Thank you, Mr. 
Chairman. 

[The prepared statement of Mr. Muller follows:] 

PREPARED STATEMENT OF KIM L. MULLER, VICE PRESIDENT, INTERNATIONAL 
TRADEMARK ASSOCIATION 

INTRODUCTION 

Good morning, Mr. Chairman. The International Trademark Association ("INTA") 
appreciates  the opportunity to appear before you  today to  offer comments on 
H.R. , the "American Inventors Protection Act." Our comments today will focus 
solely on Title VI of the bill, which is entitled the 'Tatent and Trademark Office 
Efficiency Act." INTA expresses no opinion with regard to those provisions of the 
bill relating to substantive patent law issues. 

INTA is pleased that you have once again introduced legislation, which, in part, 
is designed to free the United States Patent and Trademark Office ("USPTO") from 
the bureaucratic "red tape" that has so often prevented it from providing its cus- 
tomers with the best possible service. To the members of the trademark community, 
it demonstrates your unswerving commitment to improving the operations and stra- 
tegic planning at the USPTO—ensuring that it meets the needs of its customers in 
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the new miUennium. We look forward to working with you and your staff, as well 
as Ranking Member Berman and his staff, in the 106th Congress with respect to 
this initiative and the rest of the trademark agenda. 

In particular, INTA would like to work witii the Congress to guarantee that the 
trademark operations at the USPTO are accorded proper treatment in light of the 
important role trademarks play in the U.S. and global economies. There is also the 
need to protect trademark user-fees from siphoning and diversion to unrelated agen- 
cies within the federal government. Therefore, Mr. Chairman, we are here today not 
only to support your efforts at making the USPTO more efficient, but to propose 
tatung H.R.  a step further by providing the Trademark Office in particular 
with even more autonomy in its daily operations, as well as in long-term strategic 
and policy related planning. 

Accordingly, we will propose additional provisions to the bill that accomplish the 
following: 

• create two separate public advisory committees—one for patents, the other for 
trademarks; 

• designate the Conmiissioner for Trademarks as the person charged with man- 
aging trademark operations; 

• strengthen existing provisions that protect trademark fees from uses beyond 
trademark operations and policy initiatives; 

• provide the Commissioner for Trademarks with a level of discretion concern- 
ing his/her administration of the Trademark Office; 

• establish the patent and trademark sides of the Agency as separate adminis- 
trative units. 

ABOUTINTA 

My name is Kim Muller and I am Senior Trademark Counsel for Shell Oil Com- 
pany in Houston, Texas. I presently serve as Vice President for the INTA Trade- 
mark Affairs and Policies Group and as a member of the Association's Board of Di- 
rectors. Like all officers, board members, committee chairpersons and committee 
members, I serve on a voluntary basis. 

INTA is a 120-year-old not-for-profit membership organization. Since its founding 
in 1878, membership has grown from 17 New York-based manufacturers to approxi- 
mately 3,700 members from the United States and 119 additional countries. 

Membership in INTA is open to trademark owners and those who serve trade- 
mark owners. Its members are corporations, advertising agencies, professional and 
trade associations, and law firms practicing trademsirk law. INTA's membership is 
diverse, crossing all industry lines and spanning a broad range of manufacturing, 
retail and service operations. All of INTA's members, regardless of their size or 
international scope, share a common interest in trademarks and a recognition of the 
importance of trademarks to their owners, to the general public, and to the economy 
of the United States and the global marketplace. 

VALUE OF TRADEMARKS 

Trademarks are the names or symbols, sometimes referred to as brands, by whidi 
we come to identify products and services, and identify them in the marketplace. 
They are a basic mode of conmumication, a means for a company to convey a mes- 
sage of quality, consistency, safety, and predictability to the consumer in an easy- 
to-understand form. Consumers use trademarks to identify quality products and 
protect themselves and their families from inferior products and from fraud or de- 
ception when making important purchasing decisions. 

TRADEMARKS AT THE USPTO: TODAY AND TOMORROW 

INTA is pleased with the USPTO's renewed emphasis on the trademark registra- 
tion process. This has brought needed attention to policy initiatives that have im- 
proved that process as well as focused the spotlight on the concerns of trademark 
owners and their representatives concerning the fijture of the Agency. For example, 
efforts are imderway to implement the Trademark Law Treaty, an agreement that 
would have never become a reality in the United States were it not for your tireless 
efforts, Mr. Chairman. Elsewhere in the Agency, electronic filing of trademark appli- 
cations is now a reality, taking the PTO to the next level of technology in the impor- 
tant task of processing trademark applications. We understand from personnel at 
the Agency, that e-filing has been a tremendous success. 
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As you know, this emphasis on trademarks was not always the case. Not so long 
ago, trademark operations were referred to as the "stepchild" of the Agency—often 
overlooked in favor of patent or even copyright matters. 

We are, therefore, encouraged by the new direction taken by the Agency, under 
the able leadership of Acting Commissioner Q. Todd Dickinson, who has committed 
to "implement an integrated, agency-wide quality improvement program to satisfy 
customer needs."' For trademarks, the USPTO will expand its investment in new 
technology designed to improve searches and work with trademark owners to "set 
and achieve" new standards of quaUty for the examination of trademark applica- 
tions.^ Specific examples of new uses of technology include: 

• Submission of trademark applications and all follow-up papers via the Inter- 
net. 

• Electronic correspondence with trademark attorneys during the prosecution of 
their applications. 

• Timely and accurate reception of information related to changes in poUcies, 
processes, fees, etc.-* 

These advances in technology should result in faster and more efficient examination 
of trademark applications, a goal INTA has long sought. 

There are otner parts of the USPTO corporate plan that are worth mentioning; 
specifically, the focus on customer/employee relations, another area which has been 
a cause for concern in the past. The USPTO has committed to spend funds to im- 
prove trademark examiners training (with an emphasis on matters of substantive 
trademark law) and communications with trademark applicants (for example, pro- 
viding clear and concise answers to applicants and/or their counsel).* 

PROVIDING THE TOOLS FOR A BETTER AND MORE "EFFICIENT" USPTO 

We are indeed pleased with the changes occurring at the USPTO. However, the 
goals of the Trademark Office and, for that matter, the Patent Office, cannot be 
completely realized until structural changes are made that will free the Agency from 
the weight of governmental biu-eaucracy thereby allowing it to operate more like a 
customer-oriented business. Unlike the mtgority of governmental agencies, the 
USPTO is entirely user-funded. That is to say, the Agency attends to its important 
responsibilities without the assistance of a single penny of taxpayer money.^ The 
money used to support operations, policy development, and long-range planning of 
the USPTO is provided solely by patent and trademark owners. Also, unlike most 
other agencies, the USPTO has a very narrow and specific mission: the registration 
and maintenance of intellectual property. 

The nature of this mission and user-based funding mechanism requires that the 
USPTO be operated in a manner that is similar to a private sector business. This 
includes: 

• a mechanism for the reinvestment of the money it makes in new ideas and 
technology in order to remain competitive; 

• the acquisition of additional space to accommodate a growing workforce; and 
• the ability to engage in multi-year budgeting without being forced to give up 

excess fee revenues collected one year that should be held in reserve for long- 
range planning and unexpected contingencies. 

What we want, Mr. Chairman, is an intellectual property agency that provides its 
customers with quality service—essentially giving them "the most bang for their 
buck." 

The bill before us today, specificsdly Title VI, is a significant step in the right di- 
rection. Its very name, the "Patent and Trademark Office Efficiency Act" (emphasis 
added), recognizes the need for America's intellectual property to be administered 
in an organized and "efficient" business-like manner so entities that own trade- 
marks can prosper in the 2l8t Century. 

INTA is pleased to see, for example, that the bill establishes the USPTO as an 
independent agency of the United States. This will, we hope, take the USPTO off 

' United States, U.S. Patent and Trademark Office, Fiscal Year 2000 Corporate Plan: Briefing 
for the International Trademark AsKOciation (February 16, 1999), 11 thereinafter referred to as 
"USPTO"). 

2USPTO, 11. 
3 USPTO, 24. 
* Department of Commerce, 51-52. 
•^United States. General Accounting Office, Intellectual Property: Fees Are Not Alivays Com- 

mensurate With the Costs of Services (Washington: GAO, May,1997), 32. 
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of the "books" of the Department of Commerce and help to block efforts to transfer 
the Agency's money to unrelated programs within the Department or elsewhere 
within the federal government. It will also free the Agency from many of the bu- 
reaucratic requirements that impede its ability to conduct business efficiently. 

We are also encouraged by lEinguage that would allow the new USPTO to acquire 
the goods and services it requires to provide up^aded quality without the hindrance 
it now encounters. In particular, the bill permits the proposed reorganized USPTO 
to "acquire, construct, purchase, lease, hold, manage, operate, improve, alter, and 
renovate any real, personal, or mixed property, or any interest therein, as it consid- 
ers necessary to carry out its functions."* This is crucial because finding space to 
house the new hires at the Trademark Office is becoming an increasingly difficult 
problem. Consequently, the Agency's ability to realize its goals is threatened. 

There are aspects of the proposed "Organization and Management" of the new 
USPTO, as contained in your bill, Mr. Chairman, that deserve praise as well.' Take, 
for example, the concept of an "annual performance agreement" for the leadership 
of the Agency." The nature of this agreement is akin to something we would see 
in the private sector. There is also a proposed incentive progreim to retain qualified 
employees.^ The goals for a better Amencan intellectual property system cannot be 
realized if qualified, experienced personnel are continually lost due to inadequate 
incentives. 

Finally, Mr. Chairman, INTA is pleased that you have chosen to incorporate a 
consultative mechanism between the leadership of the new USPTO and the intellec- 
tual property community. The concept of a "Public Advisory Committee," as con- 
tained in Section 614 of the bill, is crucial to maintaining open lines of communica- 
tion between the leadership of the Agency and the customers who benefit from its 
services. We are even more encouraged by the requirement that the Public Advisory 
Committee you propose be consulted by the Agency not only on operational issues 
that affect the practice of intellectual property law, but buagetary and policy mat- 
ters as well. 

AN AUTONOMOUS TRADEMARK OFFICE 

The discussion of the single "Patent and Trademark Office Public Advisory Com- 
mittee," as proposed in Title VI of the bill, actually provides us with an opportunity 
to begin addressing the ways in which INTA believes the bill can be strengthened 
to provide the Trademark Office within the new USPTO a greater level of autonomy 
and responsibility for its own administrative, financial, and personnel matters. The 
fact is, Mr. Chairman, patent law and trademau-k law have very little in common 
with one another in terms of substance, operations, or policy development. Not only 
is the constitutional genesis of patents and trademarks entirely dinerent, but they 
also serve completely separate societal functions. 

Patent laws are designed to advance technological progress through publication 
of new and useful inventions. Trademark laws, on the other hand, are intended to 
promote the national economy by encoursiging the production of quality products 
and the protection of consumers fi-om fi-aud and deception. In short, what is good 
for one is not always good for the other. We have therefore, as I outlined earlier, 
prepared a series of proposed amendments to provide for a more autonomous Trade- 
mark Office within the new USPTO. 

First, we propose that there be two separate public advisory committees—one for 
patents and the other for trademarks. For our purposes, the trademark body should 
nave the same responsibilities as the unified committee that is in the ciirrent bill, 
but instead devote all of its time and attention to the Trademark Office budget. This 
will, in our opinion, improve operations in the Trademark Office and strengthen ties 
between the trademark community and the personnel who examine and register 
trademarks at the Agency. The members of tnis advisory committee should be re- 
quired to have first-hand knowledge of trademark issues. Only with a separate advi- 
sory committee can trademark issues be given the focus and attention tney require. 

Second, we think it is critical to the concept of an autonomous Trademark Office 
that the law clearly designate the Commissioner for Trademarks as the person 
charged with managing trademark operations. After all, the individual closest to the 
issues should be the one charged by law with managing them. 

Third, mechanisms to fortij^' the fence around money raised through trademark 
user-fees should be put in place. The nurent provision, 35 U.S.C. 42(c), has been 

^'American Inventors Protection Act," Title VI, §612 (bX3) (hereinafter referred to as Title 
VII. 

'Title VI, §613. 
"Title VI, §613 (aX5). 
•TiUeVI, §613(bX3). 



open to troubling interpretation by some, leading to attempts to siphon money away 
from the Trademark Office for use by other government agencies or in programs de- 
signed to only benefit the patent operation. 

Fourth, the Commissioner for Trademarks should be given a degree of discretion 
in operating the Trademark Office. With the approval of the Trademark Office Man- 
agement Advisory Board and in consultation with the Director of the USPTO, the 
Commissioner should be permitted to implement new policies and operational meas- 
ures that best serve the needs of that particular office. 

Fiflh, and perhaps most importantly, the bill should be amended to state un- 
equivo<^y that the patent side of the office and the trademark side are separate 
administrative units. This would greatly enhance trademark operations, allowing 
the Office to devote its attention and resources solely on the trademark agenda. It 
would also serve to insulate trademark user-fees for programs and improvements 
to the Trademark Office Emd prevent siphoning of monies to the patent side. 

CONCLUSION 

Once, ftgain, Mr. Chftirman, INTA thanks you for the opportunity to participate 
in the legislative process. If history is any measure of what is to come, then we will 
no doubt face obstacles concerning the outcome of this legislation. However, we at 
INTA believe that a joint effort by the private sector and the Congress will lead to 
positive and measurable results. We look forward to working with you and members 
of your staff to incorporate our recommended changes to the bill, ensuring that the 
Trademark Office can attain the highest standards of efficiency and excellence. 

Mr. COBLE. Thank you Mr. Muller. You will be pleased to know, 
I am sure, that the omission was indeed unintended. I am con- 
fident that can be corrected to your satisfaction. Mr. Ludlam. 

STATEMENT OF CHARLES E. LUDLAM, VICE PRESmENT FOR 
GOVERNMENTAL RELATIONS, BIOTECHNOLOGY INDUSTRY 
ORGANIZATION 
Mr. LUDLAM. I am here representing the most capital intensive, 

the most research intensive, and probably the most intellectual 
property intensive industry in the world, tiie biotechnology indus- 
try- 

The only issue I am going to address is the patent term provision 
of the bill. I am happy to euiswer questions on any other provisions 
as well. 

We have been working on the GATT patent term issue since 
March 1994. This is our fifth anniversary of working on this issue. 

The pending bill includes critical protections to ensure that the 
term oi the patent, especially for the biotechnology industry, is not 
shortened due to delays that are beyond the control of the appli- 
cant. 

We enthusiastically support these amendments. They will pro- 
vide that every type of delay at the PTO, as long as it is not caused 
by the applicant, will lead to restoration of patent term, if the ap- 
plication process drags on. 

So, it protects a diligent apphcant without giving any solace to 
a dilatory applicant. This is the perfect resolution to the con- 
troversy and it obviates any need to return to the old 17-year fixed 
term. 

The reason why this is so valuable to the biotechnology industry 
is simple. We have the longest pendencies and the most delays. In 
fact, it would be likely under the current law that the real break- 
through patents would likely be the ones with the shortest patent 
term because they would be the longest ones in terms of pendency 
at the PTO. 
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What we have in this bill will literally restore thousands of 
years, tens of thousands of years, that otherwise would be lost for 
biotech patents. The restored years will encourage investors to 
back this vital technology. 

You axe now, because you are passing this bill, all an indispen- 
sable part of the biomedical research process. You are all, in fact, 
saving lives with this bill. 

I know it is just a draft bill. I do not want to jinx the negotia- 
tions that are ciurently going on. But, I do not think it is too early 
to thank some of the people who have led us to the point. We are 
very optimistic that a final agreement will be reached. We might 
not have another chance in public to thank the people who are re- 
sponsible for the progress that we are making and for the enact- 
ment of this bill, we think, perhaps in this session of Congress. 

Congressman Rohrabacher adoressed the issue raised by the 20- 
year term over a long period of time, and basically said an environ- 
ment where all of the protection in this bill became the alternative 
to going back to the 17-year term. He has played a critical role in 
identifying a criticsd issue. 

When we get around to finally enacting the bill, I think every ap- 
phcant who has restored time at the PTO for delays should thank 
nim for his efforts. 

Mr. Chairman, you and the previous chairman, Mr. Morehead, 
have shown incredible diligence and patience in this process, tre- 
mendous professionalism in sticking with it even at very acrimoni- 
ous times, and have been very solicitous of all of our interests and 
all of the competing players. 

The same is true for the Ranking Members. It has been a truly 
bipartisan effort with Mr. Frank and Mr. Herman. 

I was a staffer up here on the Hill for 16 years. Maybe I recog- 
nize from that experience that he best members often have the best 
staff. I think that has been true in this case as well. 

The members of this subcommittee have stuck together in a bril- 
Uant effort as a group. Mr. Groodlatte and Ms. Lofgren especially 
were tenacious during the Floor debate in 1997, but all of the mem- 
bers were helpful; Mr. Hyde and Mr. Conyers as well. 

Without your resolute support, we woiild not be at the point we 
are today about to pass an historic reform of the patent system. 

Mr. Dickinson has arrived at exactly the right time, with exactly 
the right tone, and exactly the right outreach to all of the affected 
people. 

We look forwaitl to working with him to implement the law when 
it is passed. We have already determined that we will enthusiasti- 
cally endorse him when his nomination for the Commissioner posi- 
tion goes forward. We are happy to work with you and with him 
to make sure that all of the titles of the bill, especially the patent 
term title, are easy to administer. 

In the end, we will do anjrthing we can to help you expedite the 
J)a8sage of the bUl and to make sure you get the credit you deserve 
or the fine efforts that you are undertaking here. 

I will just close with one final comment. This bill is the perfect 
answer to the delays at the PTO. You are providing day-for-day 
restoration for time lost at the PTO which comes out of the patent 
term, as long as the apphc£mt was not at fault. Well, that solves 
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the problem with the GATT patent term, but we also have delays 
at the FDA. The answer you nave provided here of day-for-day res- 
toration is exactly the same answer you ought to provide when we 
get around to the Hatch-Waxman Act. 

Applicants should not be penalized when they are required to se- 
cure the approval of the Government and the Government process 
takes a long time. That should not erode patent term. That is a 
principle in this bill. That is a principle that ought to apply when 
we get around to the delays at the FDA. 

Thank you very much. 
[The prepared statement of Mr. Ludlam follows:] 

PREPARED STATEMENT OF CHARLES E. LUDLAM, VICE PRESIDENT FOR 
CTOVERNMENTAL RELATIONS, BIOTECHNOLOGY INDUSTRY ORGANIZATION 

SUMMARY 

BIO supports amendments to the patent law that, above all, ensure that diligent 
patent applicants are not penalized for delays which are beyond their control. BIO 
has been working in support of amendments that will preserve the full term of pro- 
tection for biotechnology inventions for five years and we now see that with the 
leadership of the Chairman and members of this Subcommittee the prospect of these 
amendments becoming law. The package being proposed by Chairman Coble and 
members of this Subcommittee includes amendments that will compensate diligent 
patent appUcants for time they would lose during the application process, and will 
make much-needed enhancements to our patent system to improve its operation. We 
strongly support this package of legislation, because we believe it will enable the 
biotechnology industry to develop cures and therapies for deadly and disabling dis- 
eases. 

The proposed legislation has a number of provisions. I will limit my comments 
today to patent term restoration for administrative delays, reexamination reform, 
publication of applications with provisional rights and patent office reform. 

• Patent term restoration. The effective term of a patent is of vital interest to 
the biotechnology industry. There may be no industry which is more depend- 
ent on an effective term of protection than the biotechnology industry. Any 
law that undermines the ability of biotechnology companies to secure patents 
with a fiill term of protection will undermine mnding for research on deadly, 
disabling and costly diseases. Simply put, capital will not be invested in bio- 
technology companies if they are not able to secure an adequate term of pro- 
tection during which they will be able recoup the substantial investmenta 
needed to develop new products. 

• My testimony outlines five specific concepts that must be kept in mind when 
drafting amendments that will guarantee a full patent term for biotechnology 
companies and other inventors. These are the concepts found in the Chair- 
man's proposed legislation. They are: (1) when a delay is out of the control 
of the patent applicant, the applicant does not lose out on patent term; (2) 
the determination of the amount of patent term extension must be done in 
Em objective, ministerial fashion; (3) patent applicants will not be penalized 
by electing to appeal Patent Office decisions, including on claim scope; (4) pat- 
ent applicants will not be penalized by a decision to refile an application or 
pursue applications that expand on an original disclosure, and (5) patent term 
extensions cannot be challenged long after a patent issues, and thus patents 
can be relied upon by their owner for investment and other decisions. 

• Publication of applications. We support publication of applications without ex- 
ception at 18 months from the filing aate. We recognize that compromises 
must be made to address concerns from certain parts of the patent commu- 
nity, but hope that such compromises will not prevent information on new in- 
ventions from reaching the public in a timely manner. We support inclusion 
of protections such as provisional rights and other measures that will prevent 
third parties from harming the interests of the patent applicant before a pat- 
ent is granted. 

• Patent Office reform. We support efforts to improve the operations of the Pat- 
ent and Trademark Office. Given our dependence on patent protection, it 
comes as no surprise that we support any steps that wUl enhance the oper- 
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ations of the Office, and therefore, the quality of examination of patent appli- 
cations. 

• Reexamination reform. We support enhancement of the current reexamination 
system to enable more extensive but controlled participation by third parties. 

The patent law can be amended—and is amended by the Chairman's bill—so that 
all legitimate concerns about the 20 year term can be resolved. That is, innovators 
can be assured that if they put time and effort into developing an invention and 
are willing to diligently prosecute their patent applications, they will be sure to re- 
ceive a patent term of at least 17 years, without giving harbor to those who seek 
to manipulate the patent system. With the other measures in Uie package, the 
Chairman's proposal will provide a fair balance of competing concerns and it should 
be enacted into law as soon as possible. 

STATEMENT 

My name is Chuck Ludlam' and I am Vice President for Government Relations 
for BIO. I appreciate the opportunity to appear here today to testily on behalf of 
the biotechnology industry m support of the patent reform package being proposed 
by the Chairman. 
The Bottom-Line 

Patent reform is a critical issue for our industry and for the entire entrepreneur- 
ial sector. Our industry, perhaps more than any other, needs a patent system that 
functions efficiently and provides effective and dear rights for an commerciaUy via- 
ble and justifiable period. Our products are often many vears from being commer- 
cialized, which means that we need patents that cannot be challenged once invest- 
ments have been made, and that will yield an effective term of protection. 

The current patent system is not Uving up the tasks before it. We need a Patent 
and Trademark Office, and patent proceidures, that can produce timely and valid 
patent grants with a higher d^ree of quality than is possible to deliver under the 
current structure of the Office. We need better and earlier information on where re- 
search is being directed to ensure that we direct our research efforts and funds in- 
telligently. We also need procedtires that give us a chance to vigorously test the va- 
lidity of patents without naving to resort to Utigation in the Federal courts. Most 
of all, however, we need a system where we will not be inhibited in our effort to 
vigorously pursue full patent protection, or will be penalized by PTO delays in proc- 
essing our applications. 

I believe Chairman Coble appreciates these points. His legislative proposal would 
address nesu-ly all of our points of concern with the present regime. We support and 
commend his efforts over the past few years to identify sources of concern and ad- 
dress them. We believe his proposals are very well groimded and deserving of our 
support. If this legislative package is enacted into law, it will go a long way to ad- 
dressing our concerns with the current regime. My comments tmlay will ad(b«88 the 
points raised by the legislation that are of particular interest to BIO. 
Guaranteeing an Effective Term of Protection for Diligent Applicants 

The biotechnology industry and BIO fiilly support a patent term based on the cur- 
rent system of 20 years of protection from the filing date of the application. How- 
ever, we believe it is critically important to ensure that this system include safe- 
guards that will ensure that diligent patent applicants are not penalized for delays 
which are beyond their control. 'Hie present law does not address certain situations 
where the effective term of protection can be reduced through no fault of the patent 
appUcant. We believe that tne proposals being advanced by Chitirman Coble m this 
draft would deliver the same effective term as was provided under the old 17 year 
from grant date system, but would retain the benefit of not presenting opportunities 
for late-issue, submarine patents. We wholeheartedly support these amendments. 

We believe that these amendments provide real and comprehensive protections for 
diligent patent applicants. They enstire that no diligent applicant wiU ever lose pfli- 
ent term for delays which are beyond their control. This is the definitive fuiswer to 
those who argue that the only solution is to return to a guaranteed 17 year mini- 
mum patent term from grant. These guarantees against the loss of patent term for 
diligent applicants provide incentives for long term investment in research and de- 
velopment in high nsk areas of research Uke biotechnology. 

'Mr. Ludlam has served as BIO's Vice President for Government Relations since BIO was 
founded in July, 1993. Prior to this he served as legal counsel to House and Senate Committees 
and Subcommittees from 1975-1979 and 1982-1993, counsel to the White House from 1979- 
1981, and trial attorney at the Federal Trade Commission from 1972-1975. 



lliere may be no industry which is more sensitive to the length of the term of 
a patent than the biotechnology industry. The rate of investment in research and 
development in this industry is higher than in any other industry. A law which pro- 
tects the ability of biotechnology companies to secure patent protection for an effective 
term—as provided in the Chairman's proposal —will support investors and others 
who provide the funding for research on deadly, disabling and costly diseases. Just 
as no one would invest money to improve a building without knowing how long the 
lease was, capital will not be invested in biotechnology companies u they are not 
able to secure a term of protection that will ensure that they have time to recoup 
the investments the^ must make in developing a product for market. 

To correct the disincentive for investment in research and development caused by 
a reduced patent term and a uncertain patent term, amendments are needed to en- 
sure that aelays in issuing patents do not penalize diligent patent applicants. BIO 
has identified the key considerations that are essential to maximize the benefit of 
the patent laws for the biotechnology industry and finds that all of them are ad- 
dressed in the Chairman's bill. 
Patents and Capital Formation 

To understand our industry's position on the patent term issue and what we con- 
sider the key concerns, one must understand one simple fact about the bio- 
technology industry; most of our firms fluid research on deadly and disabling dis- 
eases from equity capital, not revenue fi^m product sales. Without investors taking 
the risk of buying the stock of our companies, much of our vital research would endT 

In most industries, banks can finance the operation of a business, by securing the 
debt with equipment, by taking a security interest in receivables, or by taking an 
interest in a revenue stream. None of these assets are typically present in a biotech 
company. Equipment, has very little secondary market, amd is a small fi'action of 
the cost of doing business, and biotech companies seU few products and therefore 
can not sell interest in revenue streams or receivables. 

In the absence of these assets, biotech companies are forced to sell equity to raise 
capital. For a biotech company to raise money in the equiW market clear indications 
about how that money will be spent and how money will be made in the fiiture are 
needed. A decision on buying a piece of a business is dependent on calculating a 
value of the company, which in turn is estimated based upon how much money a 
company will make, when it will make it, and for how long it will make that money. 
This value is then discounted into net present value ana discounted for risk. The 
biotechnology industry exists because the astronomical sunk costs are followed by 
sales of goods with high margins. Margins in the biotechnology industry are pro- 
tected by patents, and consequently, patents are a pre-requisite for raising equity 
capital. As the value is dependent upon how long the patent protects the margins 
an uncertain patent term, adds additional risk which in turn discounts the value 
of the enterprise and decreases the Eunount of money that can be raised. 

Without adequate protection for biotechnology inventions, investors will not pro- 
vide capital to tund research as the fiiture value will be overwhelmed by the costs. 
There is substantial risk and expense associated with biotechnology research and 
investors need to know that the mventions of our companies cannot be pirated by 
our competitors. Therefore, less patent protection means less biomedical research. 

A June 1994 report by Dr. David H. Austin of Resources for the Future ^ specifi- 
cally docximents the vital economic importance of intellectual property protection 
and its relationship to research expenditures, including the value of patents, and 
their efi°ect on competing companies and on the biotechnology industry in particular. 

The results of Dr. Austin's study indicate that there is a significant reaction in 
the stock market when certain broad types of patents issue. When a patent is listed 
in the Wall Street Journal, it positively afiects the value of the stocK for the com- 
pany receiving the patent, and negatively affects the stock price of competitors to 
that company. The report found that there is a positive correlation between stock 
price, when a patent is filed and issued, and research and development expendi- 
tures. In addition, the report indicates that the granting of an important patent ap- 
pears to raise the net value of the entire industry. 
Key Elements for an Effective Patent Term 

The importance of predictability and length of patent term to this industry results 
in five central issues that we hope are considered when evaluating the prospect for 
recovery of lost patent term. They are that: 

* "Estimating Patent Value and Rivalry Effects: An Event Study of Biotechnology Patents," 
Dr. David H. Austin, Fellow at Resources for the Future (RFFXWashington, D.C.), Discussion 
Paper 94-36 (June 1994;. 
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(1) when a delay is not within the control of the patent applicant, the apphcant 
does not see patent term erosion; 

(2) the determination of the amount of patent term extension must be done in 
an objective, ministerial fashion not susceptible itself to delays and com- 
plications, and not subject to challenges by third parties; 

(3) patent applicants will not be penalized by being subjected to a choice be- 
tween loss of effective term of protection or of concessions on claim scope 
when the Patent Office fails to grant patents or claims of appropriate scope; 

(4) a decision to continue to prosecute an application will not require the appli- 
cant to abandon his ability to recover any measure of patent term restora- 
tion, due to an essentially ministerial step; and 

(5) patent term extensions must not be subject to change long after the patent 
issues, and thus can be relied upon by the company for investment and 
other decisions. 

The Chairman's draft legislation addresses to a varying degree each of these consid- 
erations. 
1. No patent term erosion because of delays outside the control of the patentee 

Applicants for patents on biotechnology inventions—from the National Institutes 
of Health, university and foundation grantees of NIH, independent research founda- 
tions, and the biotechnology and pharmaceutical industries—experience unusually 
long administrative delays in the processing of patent applications at the PTO. Al- 
though the PTO has taken steps to address some of the causes of these problems, 
pendency as measured by the PTO has yet to be reduced by these steps. The PTO 
actually reported an increase in pendency of applications within the biotechnology 
group last year compared to the previous year. Although BIO applauds the signifi- 
cant steps that the PTO's biotechnology group has taken to speed the issuance of 
patents these steps have not yet helped eliminate the delays. 

Comparing current law to the pre-GATT 17 year patent term reveals bio- 
technology inventors see a decreased effective patent term. Professor Lemley from 
the University of Texas School of Law studied the effect of the GATT changes on 
the patent term. Although Professor Lemley did not make any conclusions regarding 
the patent term of biotechnology inventions (one way or the other), the data pre- 
sented in his paper makes it quite clear that biotechnology industry would have pat- 
ents that loose patent term ^. Professor Lemley states: 

Under the old law, the biotechnology patents had an average term of 6077 days, 
the average time spent in prosecution was 1,599 days giving the average 5,706 
days of protection under the new law.* 

The one year loss in patent term (6077 days old law-5706 days under the new 
law = a loss of 371 days) understates the facts. We anticipate that a large percent 
of patent applicants will lose an even larger portion of tiie patent term. This net 
loss of patent term will hit an industry which may be the most dependent on patent 
protection and where the loss of patent term will be especially devastating. 

Although the loss of a year of patent term would be significant to any industry 
the averaring of patent term understates the problem of the erosion of patent term 
for some BIO member companies. Biotechnology companies are small. The small 
size is oft«n reflected in that there entire research and drug development program 
is protected by just a couple patents. The small number of patents that protect a 
given companies research means that a decrease in one patent term is not offset 
by other longer patent terms in other patents and, therefore, a large decrease in 
even a small fraction of the patents will necessarily hmit these companies ability 
to do important research towards cures of devastating and disabling diseases. 

There must be protection against this loss of patent term. A mechanism must be 
in place to insure, in an objective fashion, that the patentee can control the patent 
term. Caps on these recoveries act in direct contradiction to these goals as in some 
instance they incent the delay by those who benefit from a patent not issuing. There 
is absolutely no reason based on principle which justifies these parties losing patent 
term when the PTO is in control of the patent application throughout this period. 
It would be patently unfair and confiscatory to reduce their patent term simply be- 
cause they were involved in protracted processes such as interferences or appeals. 

^Volume 22, American Intellectual Property Law Association Quarterly Journal (Nov. 1995). 
* See page 32. Professor Lemley sugeests that because of the new law the prosecution times 

will be reduced by 20%, under the new law, Professor Lemley's data still indicates that the aver- 
age biotechnology patent will still loose patent term. 
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This issue is addressed decisively in the Chairman's bill. Diligent applicants are 

given day-for-day compensation for time lost due to PTO delays that are beyond the 
applicant's control. 
2. Determination of patent term extension must be done in an objective fashion and 

through a simple, ministerial review process that is not susceptible of abuse 
The determination of the extension must be objective, speedy and not subject to 

complex procedures or legal challenges. With a discretionary, subjective standard 
there will always be substantial interpretation required to determine the equities 
in an individual case. Lots of paper will be exchanged between applicants and the 
PTO, and the PTO would have to justify its determinations in writing. And, since 
many of the decisions would be made under a discretionary, subjective standard, 
patent term restoration calculations would be a routinely litigated event. This is a 
ni^tmare both for the PTO and for applicants. 

The key issue for compensation for delays, is whether applicants are losing patent 
term for reasons which are beyond their control. An objective standard eliminates 
this uncertainty. One suggestion has been made that the compensation could be 
computed by a mechanism like a chess clock. 

Chess clocks have two clocks, one for each player. There is a mechanism to ensure 
that only one clock will be running at any given time. The clock which is running 
is the clock for the player who must make the next move. When he or she makes 
the move, he or she taps the mechanism to stop his or her own clock and start the 
other player's clock. The importance of this analogy is simple—It is only fair for the 
PTO to be imder some pressure to complete action on an application. It should not 
be only the applicant who feels the pressure. Such a system provides balanced sys- 
tem of incentives and safeguards to ensure that both parties proceed expeditiously 
to process a patent. It is unfair if the only party which feels the pressure is the ap- 
plicant. 

It is not also fair for the PTO to be the judge of when delays warrant patent term 
recoupment. There might be some tendency for the PTO to resist admissions that 
it haa been responsible for "unusual administrative delay." Such admissions might 
be cited by the Congress or critics of the agency. It is better to use an objective 
standard which does not carry any mark of opprobrium for the agency. 

There is a powerful reason to include this objective definition in the legislation, 
not leave it to regulations. Given the controversy over the patent term, it is essen- 
tial that we provide statutory assurances that the diligent patent applicant will be 
compensated for unusual administrative delay, not assurances from the Commis- 
sioner or directives in the legislative history regarding regulations which would be 
issued to implement a vague, subjective, statutory standard. 

As cast in the draft legislation, the procedures governing calculation of patent 
term appear to follow this suggested structure. However, there are a number of pro- 
visions that we believe should be improved. In particular, we bebeve that the legis- 
lation should direct the Commissioner to establish a simple determination process 
for the length of patent term extensions, after which the patent will be granted 
without the possibility of delay or complication. That process should be performed 
incident to the issuance of the patent, and should not itself susceptible to challenge 
before a patent is granted. Ilie ministerial calculation of a patent term extension 
should be conducted by the Office, notified to the applicant, and not subject to a for- 
mal appeal before the patent is granted. Once a patent is granted, the patent owner 
should be given the option of appealing a final determination by the Office on the 
length of a patent term extension through an appeal to an appropriate court. The 
determination process thus would be similar to the conduct of a petition, with the 
exception that a final determination by the Commissioner wiU not be appealable by 
the patent owner prior to the issuance of the patent. This process will ensure that 
the process of issuing patents will not be unduly delayed or complicated. Of course, 
in no instance would it be appropriate to permit a third party to interfere in the 
determination process for a patent term extension before the patent has been grant- 
ed. 

To achieve these changes, we believe it is necessary to rework the final section 
concerning procedures for the determination and appeal of patent term extensions. 
We would be pleased to offer suggestions on this issue. 
3. Patent applicants have the right to challenge the Pro's determination of patent 

scope without patent term erosion 
As important as patents are to this industry it is important to remember that not 

all patents are of equal value. The PTO and an applicant might agree that a inven- 
tion is patentable, but may not agree about the scope of a patent. A patent drawn 
to a narrow invention may be of Uttle to no use in protecting the invention in com- 
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merce. For instance in the biotechnology industry, proteins are often patented that 
contain over 1000 amino acids, where almost each one of these amino acids can be 
changed without an effect on the protein—If a patent is drawn so narrowly that it 
only protects an exact sequence the patent may have zero value in commerce. Al- 
though it is important that applicants not be allowed to game the system in order 
to extend patent term it is also important that legitimate patent disagreements pro- 
vide for patent tem compensation. It is important that recoupment of patent term 
does not require that each and every decision adverse to the applicant need to be 
overturned by the court for applicant to earn an extension as the presence of one 
improper rejection is sufficient to delay the issuance of a patent. 

The Chairman's bill decisively addresses this issue by providing compensation for 
delays due to appeals forced on the applicant by negative determinations by the 
pro on patentabUity, including those on scope or enablement of claims that are in- 
timately shown to have been made in error. 
4. Decision to refile must not erode patent term 

Frequently, it is more expeditious to continue prosecution of a patent application 
before the FTO examiner rather than giving up or filing an appeal. This continued 
prosecution may result in better focused claims of agreed scope being allowed to 
issue without adversely affecting the ability of the patent applicant to pursue broad- 
er claims that are still in dispute. For this reason it is important to provide mecha- 
nisms for rolling over extensions justified by one case into a subsequently filed or 
continued application where the same invention is being prosecuted. 

These amendments are particularly important to protect patent applications 
which were filed prior to June 8, 1995, the effective date for this provision. MilUons 
of dollars have been invested in the inventions with respect to which these patent 
applications have been filed. It is not fair to change the rules of the game in mid- 
stream and potentially reduce the patent term which these applicants expected prior 
to the enactment of the GATT 20 year term. Applicants were given advance notice 
of the June 8 date and many of them filed contmuing applications, but this is not 
sufficient to ensure that they will receive a 17 year term from grant. In lieu of pro- 
viding a guaranteed 17 year minimum term providing for extensions can be rolled 
over into future filed applications without loss of patent term due to actions of the 
pro. review. The Chairman's bill decisively addresses this issue as well by provid- 
ing that refiled applications do not adversely affect the compensation provisions. 
5. Patent term extensions are not subject to change long after the patent issues. 

As definiteness and length are key to providing the basis for an investment deci- 
sion it is important for patent term extensions to provide that definitiveness. It 
would minimize the entire value of the patent extensions for start-up companies if 
patent terms can be challenged 15 years after the patent was granted. At that point, 
all the investment decisions have been made. Closing the door to challenges by third 
parties is thus essential to ensure that the investment and evaluation process for 
patents not be prejudiced by late in the term attacks on patent term extension de- 
terminations. 

We are concerned that determinations on patent term extension not be subject to 
challenges by third parties, unless that third party has a demonstrable interest in 
not only the patent at issue, but also the implications of the patent term extension 
determination by the Commissioner. We would strongly advocate precluding chal- 
lenges to patent term extension determinations except where a thira party has been 
subjected to an infringement action (or demonstrable threat thereof), ana the party 
challenging the determination be preptured to demonstrate that the Commissioner 
was grossly negligent in making his determination on the patent term extension. 

The Chairman's proposal requires some changes to effect these proposals, and we 
would be pleased to offer suggestions in this regard. 
Publication of Patent Applications 

BIO is an industry that is dependent on early dissemination of scientific and tech- 
nical information. In the m^ority of our member companies and associations, the 
rule is publish or perish. This is not a theory, it is the way our companies work. 
Indeed, given the speculative and risky nature of product development in our field, 
the absence of timely patent information acts to impose serious and unnecessary 
risks for investors. 

Recognizing these points, we are strong supporters of a simple publication system 
under which all patent applications would be published 18 months after their effec- 
tive filing date. We do not see the negative implications that have been raised by 
some against such a rule. In fact, when coupled with provisional right, we believe 
a publication system offers smaU businesses and inventors a valuable asset for mar- 
keting their inventions and technology. 
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We recognize, however, that there are concerns, and that solutions must be devel- 
oped to address those concerns. We would have preferred a solution that would ad- 
dress applications on a case-by-case basis, rather than carve out a rule that permits 
an entire class of applicants to avoid publication prior to grant, regardless of the 
circumstances involved or the duration of the period of examination. Given the late 
stage of the legislative process, however, we are prepared to work within the general 
structure arrived at by the Chairman that permits those applicants that do not file 
abroad in any country, or whose applications will not been published in another 
country, to defer the publication of their applications for some period beyond 18 
months. Having said this, we would strongly recommend the Chairman to include 
an ultimate deadline after which the application wiU be published, without condi- 
tion. We would strongly oppose any option under which the ultimate deadline could 
be deferred. A suitable deadline would be 36 months fi^m the effective filing date 
of the application. By that point in the prosecution of an application, the vast major- 
ity of applicants will have received a very clear picture of the patentability of their 
inventions from the PTO. 

There are two other issues that we believe need to be addressed in the pubUcation 
section of the Chairman's draft. 

First, we have heard concerns from many small business and independent inven- 
tors over the potential risks associated with publication. One of these concerns is 
that a better situated party with more money and resources would be able to file 
an application after a first applicant has had their application published, invoke an 
interference proceeding and potentially win that proceeding due to their deeper 
pockets. We do not believe that type of situation is likely to arise with any 
diiscemable frequency, given the criteria that must be established to provoke and 
subsequently prevail in an interference proceeding. However, to foreclose that possi- 
bility, we would favor a simple rule that would preclude any party from establishing 
a date of prior invention where that party could not establish an effective filing date 
or a date of reduction to practice for the invention prior to the date that an applica- 
tion claiming that invention is published by another. This anti-derivation rule would 
be an effective measure that gives additional comfort to patent applicants who have 
had their applications published. 

Second, we believe that the formulation in the bill of a test for provisional rights 
that requires comparison of published and patented claims for "substantial identity" 
will prove difficult in practice and add to the cost and complexity of litigation. We 
would prefer a simpler rule that would involve a proof of infringement of both the 
published claim and the patented claim. Concerns about adequate notice to third 
parties are addressed by the requirement of actual notice of the application as a 
condition for recovery of provisional remedies. Additional measures could be added 
to the notice provision to address concerns about adequate advance notice of poten- 
tial Uability. Such a change would be vastly preferable to a new concept of proving 
two claims to be "substantially identical." 
Patent Office Reform 

The Chairman's draft proposes to establish the Patent and Trademark Office as 
an independent Federal agency subject to the policy direction of the Secretary of 
Commerce. We would support this formulation, or any other one, that gives the PTO 
sufficient autonomy and freedom to conduct its operations as any modem corpora- 
tion does. Doing so, and keeping the PTO under the general policy direction of the 
Administration, would represent the best combination of oversight and autonomy 
that can be crafted. 

We believe the Chairman's draft will ensure that the policy direction provided by 
the Secretary of Commerce will not operate in fact to complicate the day-to-day op- 
erations of tne Office. We would oppose a policy oversight role for the Secretary of 
Commerce that would permit individual patent grant determinations to be subjected 
to a case-by-case review by some party outside of the PTO. The general policy direc- 
tion that could come from the Secretary should be just that—general direction, not 
specific guidance in specific cases. We also believe that the PTO should retain its 
long history of having expertise in intellectual property policy matters, and for this 
reason, would support a formulation of the legislation mat would ensure that the 
PTO itself be capable of advancing domestic and international policy matters per- 
taining to the patents, trademarks and other forms of intellectual property. 
Reexamination Reform 

The cost of patent litigation today can be steggering. In many instances, small 
businesses, of which BIO is largely composed, face the daunting task of patent liti- 
gation long before that company can expect to become profitable, or for that matter, 
even have product to commerciaUze. Measures that will reduce the cost and com- 
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plexity of patent litigation, thus, must be identified. We believe that modifying the 
reexamination process may be one such step. 

We generally supportive of proposals to modify reexamination proceedings to per- 
mit more extensive participation by third parties without raising the possibility of 
making the proceedings overly complicated or susceptible to abuse. It is important 
that any reexamination provision will not permit third parties to convert reexamina- 
tion proceedings into full-blown patent invalidity trials before the PTO. 

We would support a prohibition on the Commissioner finding a substantial new 
question of patentability—which is the precursor to the initiation of a reexamination 
proceeding—in those instances where the same prior art had been considered in a 
prior reexamination proceeding initiated by a third party requester, even if it is a 
different third party. This should be the logical effect of a previous reexamination 
proceeding, but by making it a statutory preclusion, it would remove the possibility 
of "repeat" reexaminations based on the same prior art. 

We also beUeve it may be advisable to impose an overall time limit on the PTO's 
conduct of a reexamination proceeding. Under current law reexamination proceed- 
ings are to be conducted with special dispatch. The law could clarify the meaning 
of special dispatch to impose an overall time period for the proceeding before the 
PTO. Imposing a finite period during which the reexamination is to be conducted 
will help foreclose the possibility of reexamination proceedings dragging out over an 
extended period. 
Conclusion 

The Chairman amd this Subcommittee have demonstrated their understanding of 
the importance of patents for biotechnology inventions. They have led the way in 
strengthening patent protection for our innovative industry. They can now lead the 
way in promoting reform of our patent system to advance our collective interests. 

With the adoption of the proposed amendments, there is no longer any need to 
measure patent term using tne old 17 year term from grant. Such a minimum term 
might be the simple solution, but safeguards for diligent patent applicants achieve 
the same result and are fiinctionally equivalent. The additional benefits of the 
Chairman's proposed package of reforms would complement the proposals on patent 
reform that would prevent any diligent patent applicant from losing any period of 
their patent term. 

We strongly support your efforts, Mr. Chairman, and look forward to working 
with you to pass this long overdue and much needed reform package. 

Mr. COBLE. Thank you Mr. Ludlam. You will recall what I said 
to Mr. Balmer that this is a team effort and I recognized members, 
but thank you Mr. Ludlam for mentioning staff. I omitted staff and 
for that I apologize to them; staff on both sides of the aisle do Yeo- 
men like work. Thank you for recognizing that as well. Mr. Tobias. 

STATEMENT OF ROBERT M, TOBIAS, NATIONAL PRESIDENT, 
NATIONAL TREASURY EMPLOYEES UNION 

Mr. TOBIAS. Thank you, Mr. Chairman. 
I am Bob Tobias, President of the National Treasury Employees 

Union. I appreciate the opportxmity to be before you today and the 
other members of this committee. NTEU is the largest union rep- 
resenting employees of the U.S. Patent and Trademark Office with 
more than 2,500 bargaining unit employees organized into two 
local chapters. 

As this subcommittee is very, very well-aware PTO plays a criti- 
cal role in the development of new industries in our economy. 
PTO's employees perform the quasi-judicial function of adjudicating 
patent and trademark applications, an inherently governmental 
function that appropriately belongs in the pubhc domain and is of 
Constitutional authority. 

PTO's employees are vital to the successful operation of the Of- 
fice and can and should play and important role in increasing its 
efficiency and its productivity. NTEU's interested involvement in 
the debate on the reorganization of PTO stems from our concern 
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about the impact any reform proposals will have on the employees 
we represent. 

As the debate on intellectual property reform goes forward, 
NTEU feels strongly that whatever policy Congress creates must be 
able to be efficiently and effectively implemented. It is vital that 
any legislation to change PTO's structure embody accountability, 
oversight, and checks and balances on those managing such an en- 
tity. Personnel ceilings, space allocation, and procurement require- 
ments and the inability to institute personnel and compensation 
flexibilities to better attract the highly skilled work force PTO 
needs has placed significant burdens on the office. 

We welcome legislation that will address these problems. Before 
I comment on the specific provisions of the Committee Print, of 
course, I am going to limit myself to title VI of the Print, I feel 
compelled to make one observation, Mr. Chairman. 

The proposal we are considering today is a more modest and lim- 
ited proposal than the reorganization bills this committee consid- 
ered previously, such as H.R. 3460 in the 104th Congress. 

The previous proposals that exempted PTO fix)m parts of title V, 
balanced with expanded negotiating ri^ts over issues such as pay, 
benefits and other critical terms, conditions, and employment were 
innovative, radical, cutting edge, bold, and sometimes classified, I 
think, quite acciu-ately as risky ventures into new methods of labor 
management relations. 

Our Union worked cooperatively with you and other members of 
this committee to support those proposals. They proved too far 
reaching for some and did not become law. Mr. Chairman, I hope 
in the fixture if any of your colleagues try to falsely characterize 
Federal sector labor unions as rigid, resistent to change, or prone 
to Luddite tendencies, you would remind them of our Union's will- 
ingness to take risks in personnel reforms and remain ready to 
work with the Congress and the administration to make sure PTO 
can run in a way that will best serve its customers by providing 
tiie Office with employees with the skill and experience that PTO 
needs. 

The proposal before us would make the Patent and Trademark 
Office an independent agency separate fix)m the Department of 
Commerce, though still luider the pohcy direction of the Secretary 
of Commerce. Fiirthermore, PTO would have a nine-member Public 
Advisory Committee appointed by the Secretary. 

NTEU supports greater autonomy for PTO. We believe such au- 
tonomy will allow the agency to better focus on its mission and 
more effectively serve its customers. We also believe additional effi- 
ciencies could be obtained by having an employee representative 
serve on the Public Advisory Committee along with the customer 
representatives. 

NTEU strongly supports the language in section 612 that pro- 
vides for the PTO to retain and use all of its revenues and receipts. 
The PTO is a fee funded operation receiving no appropriated tax- 
payer funds. 

It is not proper for its revenues to be sjrphoned off for other pur- 
poses, but should be dedicated to the efficient operation of the 
agency. Furthermore, NTEU supports the language that exempts 
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pro from any administratively or statutorily imposed limitation on 
personnel. 

Without the trade-off of increased negotiating rights over pay 
and benefits, NTEU believes that the protection offered by title V, 
U.S.C. Eire necessary and needed. NTEU is also pleased that the 
critical language ensuring the adoption of existing labor agree- 
ments has been included in the Committee Print. 

Lastly, NTEU would like to engage in a fuller discussion of sec- 
tion 612(B)(1)(f) to see if there are other opportunities here to in- 
troduce some of the innovations balanced with worker protection 
that I previously mentioned. 

Mr. Chairman, I cannot say this legislation makes any great new 
advances in labor relations or personnel management, but with the 
changes we have suggested we have the potential to make some 
meaningful improvements in structure and administration. 

NTEU is very pleased to support such advances. I, again, thank 
you for this opportunity to address this subcommittee and will be 
happy to answer any questions you or the other members may 
have. 

Thank you. 
[The prepared statement of Mr. Tobias follows:] 

PREPARED STATEMENT OF ROBERT M. TOBIAS, NATIONAL PRESIDENT, NATIONAL 
TREASURY EMPLOYEES UNION 

Chairman Coble, Representative Herman, and distinguished Members of the Sub- 
committee on Courts and Intellectual Property, I am Robert M. Tobias, National 
President of the National Treasury Employees Union (NTEU). On behalf of the 
more than 155,000 federal workers represented by NTEU, I would like to thank the 
Subcommittee to once again allowing me to present our union's views on matters 
concerning the Patent and Trademark Office. 

NTEU is the largest union representing employees of the U. S. Patent and Trade- 
mark Office (PTO), vrith more tnan 2,500 bargaining unit employees organized into 
two local chapters. The employees at NTEU Chapter 243 are involved in all phases 
of the patent emd trademark application process—from handling mail, to other tasks 
directly related to the adjudication of the patent and trademark applications. The 
Trademark Society, NTEU Chapter 245, represents the attorneys who process trade- 
mark applications. 

As the Subcommittee is well aware, the Patent and Trademark Office plays a crit- 
ical role in the development of new industries in our economy. PTO's employees per- 
form the quasi-judicial function of adjudicating patent and trademark applications— 
an inherently governmental function that appropriately belongs in the public do- 
main and is of Constitutional authority. The American public and business conunu- 
nity place great importance on the registration of patents and trademarks in the 
United States as a key to the protection of valuable intellectual property rights. 
PTO's employees are vital to the successful operation of the Office and can and 
should play an important role in increasing efficiency and productivity. 

NTEU's interest and involvement in the debate on the reorganization of the PTO 
stems from our concern about the impact any reform proposals will have on the em- 
ployees we represent at the PTO. As the debate on intellectual property reform goes 
forward, NTEU feels strongly that whatever policy Congress creates must be able 
to be efficiently and effectively implemented. It is vital that any legislation to 
change PTO's structure embody accoimtability, oversight, and checks and balances 
on those managing such an entity. Personnel ceilings, space allocation and procure- 
ment requirements, and the inability to institute personnel and compensation flexi- 
bilities to better attract the highly skilled workforce PTO needs have placed signifi- 
cant burdens on the Office. We welcome any legislation that will address these prob- 
lems. 

Before I comment on the specific provisions of the Committee print on PTO reform 
(jmd I will limit myself to Title VT of that print), I feel compelled to make one obser- 
vation, Mr. Chairman. The proposal we are considering today is a more modest and 
limited proposal than the reorganization bills this subcommittee considered pre- 
viously, such as HR 3460 in the 104th Congress. The previous proposals that ex- 
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empted PTO fi^>m parts of Title V U.S.C. balanced witb expanded negotiating rights 
over issues such as pay, benefits, and other critical terms and conditions of employ- 
ment, were innovative, radical, cutting edge, bold and indeed risky ventures into 
new methods of labor-management relations. Our Union worked cooperatively with 
you and other members of this committee in support of those proposals. In the end, 
they proved too far-reaching for some and did not become law. Mr. Chairman, I hope 
in the future if any of your colleagues try to falsely characterize federal sector labor 
unions as rigid, resistance to change, or prone to Luddite tendencies, you will re- 
mind them of our Union's willingness to take risks in personnel reforms. We remain 
ready to work with the Congress and the Administration to make sure PTO can be 
run in a way that will best serve its customers by providing the Office with employ- 
ees with the skill and experience that PTO needs. 

The proposal before us would make the Patent and Trademark Office an inde- 
pendent agency separate from the Department of Commerce though stiU under the 
policy direction of the Secretary of Conunerce. Furthermore, PTO would have a 
nine-member Public Advisory Committee appointed by the Secretary. The Advisory 
Conunittee would have the duty to review the policies, budget and performance of 
the PTO and advise the Commissioner in other ways. NTEU supports greater auton- 
omy for PTO. We beheve such autonomy will allow the agency to better focus on 
its mission and more eflfectively serve its customers. We also beheve additional effi- 
ciencies could be obtained by having an employee representative serve on the Public 
Adyiaory Committee along with the customer representatives. While currently 
NTEU eigoys a strong and positive partnership with PTO management, an em- 
ployee representative on the Advisory Committee would allow for improved collabo- 
ration and disdogue with the PTO customers. 

NTEU strongly supports the language in Section 612 that provides for the PTO 
to retain and use all of its revenues and receipts. The PTO is a fee-funded operation 
receiving no appropriated, taxpayer funds. It is not proper for its revenues to be si- 
phoned off for other purposes but should be dedicated to the efficient operation of 
the agency. For this same reason, NTEU believes their should be a budgetary fence 
between revenue raised firom Patent applications and trademark applications. Their 
should not be cross-subsidization between these two functions. Furthermore, NTEU 
supports the language that exempts PTO from any administratively or statutorily 
imposed limited on personnel.   

Without the trade off of increased negotiating rights over pay and benefits, NTEU 
believe» that the protections offered by Title V U.S.C. are necessary and needed. 
NTEU is also pleased that the critical language ensuring the adoption of existing 
labor agreements has been included in the Committee print. This will allow a seam- 
less transition in any sigency reorganization. Lastly, NTEU would like to engage in 
a fuller discussion of Section 612 (b) (1) (F) to see if their are opportunities here 
to introduce some of the innovations balanced with worker protections that I have 
previously mentioned. 

Mr. Chairman, I cannot say this legislation makes any great, new advances in 
labor relations or personnel management. It is a modest piece of legislation and, 
with the changes we have suggested, may have the potential to make some mean- 
ingful improvements in structure and administration. NTEU is happy to support 
such advances. I again thank you for this opportunity to address the subcommittee 
and will be happy to answer any questions you or other members may have. 

Mr. COBLE. Thank you Mr. Tobias. 
I do not want to put pressure on you, Mr. Stem, but you all have 

been very diligent in complying with the 5-minute rule. I thank you 
for that. Mr. Tobias, you mentioned the bargaining powers might 
be too risky. 

You might want to talk to Mr. Stem about that. He might have 
a word or two to say about that, but we will let him respond to that 
at this time. 

Mr. TOBIAS. This is an area where reasonable minds might rea- 
sonably differ. 

Mr. COBLE. I believe that one can disagree without being dis- 
agreeable. I think most people beheve that. There are a few, how- 
ever, who do not, but Mr. Stem, we will be glad to hear from you. 
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STATEMENT OF RONALD J. STERN, PRESmENT, PATENT 
OFFICE PROFESSIONAL ASSOCIATION 

Mr. STERN. Well, I hope we can disagree without being disagree- 
able. My organization, by the way, now represents over 2,800 pro- 
fessionals at the Patent and Trademark Office. Most of them Eire 
patent examiners. There is virtually universal agreement within 
our membership that providing the PTO with the authority to re- 
tain all of its fee income is a significant benefit. 

We strongly support the concept of retaining all the PTO's in- 
come within the PTO. We also support the concept of eliminating 
FTE ceilings. Obviously, if we need more employees, the agency 
ought to be able to hire them without any arbitrary limits. 

The most important thing to our membership, and you are right, 
is the personnel administration system. We definitely applaud your 
retention of the PTO as a Government agency, and yovu- retention 
of the employees in our estabUshed Civil Service System under title 
V. 

Maintenance of the Civil Service System's culture of honorable 
treatment is extremely critical to my membership. We also wish to 
thank you for including a provision on developing an incentive pro- 
gram to keep primary examiners who are eligible for retirement as 
trainers for the next generation. 

We think this will be a significant benefit to the agency. We 
strongly support the concept of an advisory committee as a mecha- 
nism for ensuring that we meet the needs of the patent user com- 
munity and to provide motivated oversight. 

Such a committee needs detailed information about internal op- 
erations. If all of the information is provided fi-om a single source, 
the committee will be subject to manipulation. Conspicuous by its 
absence is the provision of multiple sources of information about in- 
ternal operations. 

This is an area in which a labor union can provide particular 
help. We are a source of information about the realities at the PTO 
fi-om a perspective that is different from management's. We there- 
fore recommend that you incorporate a non-voting seat on the advi- 
sory committee for each of the labor unions that represent employ- 
ees at the PTO. 

If this is not provided by statute, it is unlikely that the commit- 
tee will comfortably receive independent information from employ- 
ees since receiving such input might imply disrespect to manage- 
ment. We are also concerned about the first to invent defense. 

I was very surprised to notice the name. It seems to be a mis- 
nomer. There is no requirement that the person asserting the de- 
fense be a first inventor in the bill. This defense to infringement 
makes it safe for a company to retain its invention as a trade se- 
cret. We were always taught that a fundamental purpose of the 
patent system is to induce public disclosure of inventions. 

The first to invent defense will undercut that purpose. Last year, 
we testified to the critical need for improvement in the quality of 
examination. Patent examination needs to be enhanced by provid- 
ing more time for examination, by improving the foreign patent 
and non-patent literature search files, by maintaining the U.S. 
classification system, and by training examiners. 
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I have attached last year's testimony to my testimony today be- 
cause all of the things that were said there are still true. There are 
a few items that deserve an update. If there is one thing that our 
patent examiners desperately need is more time to do a quality job. 

Even the recent reengineering laboratory conducted by manage- 
ment confirmed this. All reports we have gotten from employees 
state that they took much more time than would otherwise be al- 
lowed by the production system. 

Secondly, the availability of foreign patents has gotten worse not 
better. Just this January employees discovered that the agency was 
boxing up what we believe were hundreds of thousands of foreign 
patents for disposal as trash. Luckily, we were able to identify the 
situation for at least some of the patents in time to alert Acting 
Commissioner Todd Dickinson. He acted swiftly to preserve the 
patents, which while boxed, had not yet been trashed. However, it 
is not clear that he has the resources to put them back in the files. 

As of today, those patents are still in storerooms and unavailable 
to examiners. The PTO is spending hundreds of millions on auto- 
mation each year. Even though automated tools will be determina- 
tive of the quality and speed of our output, the agency is still un- 
willing to discuss the substance of automation with the association. 

They have yet to decide to put the convenience of examiners and 
the quality of examination ahead of the convenience of the informa- 
tion technology folks. When something similar happened at the 
FAA, it lead to a $190 million rework project. 

In order to cure this we recommend that as part of the annual 
report requirement, the agency provide a detailed accounting of its 
automation activities, including the amounts of money expended 
and a listing of contracts with each task order issued. 

Thank you. 
[The prepared statement of Mr. Stem follows:] 
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Mc. ChaimMB and ktanbcn of dM Subcomminee: 

Tlank yon far ihc appottunity (o provids te viawt of Ac Htant OfBcc PtofttnoiMt 

lpfofaiiaaaU«lbeU.A. P«Htt«ndTnd<aMkonM. llwvMtiiiittorityoflfa* 

I we Hjwfit «R aiginrfii. jckaHiH, mti Itwyvt «(io woric u pumt iDuniincn. 

ItaaaetbracbafiaJaingiaitiMthePTO. Wa nprncnt mon arapioyaM io oar unit 

tlwBtheaayloyaaaraiwaiautadbythaotharhwunitiputtDtattwr. Bytfiaendoftfiufiacal 

fnr, te afmcy cxpactt to hira 700 nw palot auminaa. Dii* Heap increase will alto increasa 

thapatcartateofotgaiUaadanytoyecittiatwaraptaaantlinhayTD. 

llwa ia viituaKy iniveraal acraamait within our BMBibanhip Itel providfaf the FTO 

wMi itia aMbaiity to latain ail of ha Cee iaoaina i« a siinifleant baoafit Wc all laoogniie that 

rhafghig innMiona a tw far a ptoaaiaad aarvfea and than divarttm Ihe fca to other piapoiai 

BBdaacMHoarabilltyctnaBytedowhiwaaptaniiaad. b alao eoMtitutet a lax on inaovaiian 

which undercata Bcantivaa to iovanL Wa,thanfora,airDaciysii|ipeftthereauilwrtialMnb31far 

fiacal year 3000 and tba praviaMn to the dtaoMaioii dnti of Iba AoMriHB Loventoca PraiaetiaB 

Act of 1999 (hat dl faea ooDaotod by «ha FtO Bwy b« gaad by ttM no. 

Ihoc ia alao vhtually wivHaal aiiaaiuwa wifUn our inaaabanWp that the WCF^WBC 

—twta otapplk atwiiia fliad ranuifaa a CQamcsanfato tocvaaac in thaataff needed to paoocaa 

ifaoae appUcatioo*. Wa,lberefcc«. strongly support the pnviaioaofthediaGnaaian (halt that ftcat 

the OCBee fioo adUniatmivcly or etaiiitarily inpeeed ImitaUaas on poaitiooa orpctaoonaL 

Bw noal toipoitaal to our oMrabcfthlp ia atalntoiy protaetioa of the JBte^ity of the 

62-505 00-4 
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pcnomtei adminutntion lyfUiii. Wa, tftaraface, appbud your pMaalioa of dM PTO M • 

gavenuBcat tgeaey mid your rateolioii of the (oploycct in our aUbliibdl civil (crvica lyttam 

«Bd« Tltl* S. with iti findy devvkpad bdaiK* between dw dacire fiv miB^Hrial flnubilily lad 

the need for fiiir. equitiblc ttoomcnt of onploywL 

Maintwiiiice of the dvil toviea'f culture of hooorable IradnMBl it esticai^ ctiticd to 

mymanbttahip. PTOan^oyeeehaveesnedanddeaecvetiieircivillarvieelifbis. TIMPTO 

bai bceo an exanpie of hod work, producliviiy and efficieacy, in ilaik cootraet to the atcnotypc 

of UflproductiYC end ifMrnifitnt gpmnonMiA wonnca. 

We ebo enih to thank you for iaehidinf a proviiioa OB dawalepJBf aa iaoanliva pcDgtani 

to main pcimafy cxamiBaa «4>o are aliciUa tar retircaMit ai Inincn br Ian csperiancad 

iwMiiBiert. We hope this will help traaeftr knowledge from one gaoKMton to the next 

ID prapoaed SeetiaD 1(b) of Title 35, the no it (iven anharily to c«*blidi Mtdlite 

otBcei aaqrwhoe in the oouBHy. AicwcryoiielaMwt.iiiePTObtalfaeBidttafahilUandoUa' 

phu procaamcjrt of new office ifece for the pwpaae of eeneolidetion Oivea the racogniaed 

utility ofonnioMarien. ilia not clear why aawlUtoolBeeawbeii^nutfaeriaed 

We akengly Mfpoit tta aeae«pl of an advieeiy eoomlttM ea • mecfaaaiaai fa aeeafiag 

thet we meat the neadeofahwedipcwtnioftho Pitt BWf CO—nunity and to provide 

notivatad oT«iigfaL To be eflecttv«.tudi»Bnminittoe Midi diOilediniinnition about iateiBal 

pro cpvatieae. Ifalliafgaaatiaaia provided from a nagleiouna, the oeiaaitlee will be 

iubject to miipulMlaa. 

Cempisuoua by iti ibicaou it Ibr piovWoa of mullipla iomai of infaaiirtHK en PTO 
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ifortiMAdviaoiyCaiiimitlM. HIM u« MM in wiiidi«labariaitoacaa provide 

ptujettmhalf. W»«»«wi—efiBfcimrtiuitoaHii«flilw»i<<h>ITQfron>|ifnywiciv« 

ik«itndlMDy4iflknBtfraniBawscaMBl'*. IkMfcn «• tMwmnd dwi (he kfblitloo be 

•n«i»1eJioiiitui|ioriii»aoB-<Btiag»Miwifli>Ad»<«ryf>«Mi<HwiDf««chefawtwDUbc> 

aoiswKAaPTO. If*toiiiMpn*i4adbyiMU».itii«itikilyited»OoiiimittocwiII 

' ^tHwmiMy rrvfi*T iiMfpfiMmi iiiBiWiiiiuim VOID cnpioyocit wiioeiWGennBf Micii input nifpl 

imply dura^eBt to Benegamat 

In tfie dHGuaioB drdk, OM no ia givw the paw<r to eeoinEt out A* fiilin opMtbea of 

uK otgioiiMiua, iiicniQim tne setrauof wa nmiortMn of petoot tpplniikWt to tom^ 

yffMaflMiiti Md tBtanMtmMl oiyiiMikmi We bdieve die crncel nnctione oi miciitaf MM 

euBiiHtiaB mutt be teMfned ia lUi OMMBy. We OQi the CcBfKee not to five die no Mch 

DonatlhUimckaBetdNawpafiibiliiyliaitinlyhypadMiioeL AieocntO.O. 

piepoeed eeometiiig with the BvepeiB Peteot OSee fa teetchee in PCT ceeee in vMck the 

IMlidaiMeiwee ipeeifleeUy ditifpriadby keeppliGMiMdteM«GbMlbority. See Its?00 

74ofOotobcrlS.1994. 

While «• Mppoit eoop*n«iv* iArti erldi facip peim ofllaa* nd widi iotnetiaBel 

, dw beiic fiBBtioai of Mtfohing end aMfflintfion involve policy nMlla* dm 

> oar ectiyetitivMe with both the Burope«»eMtJd>B)ip«M»  We do not dunk it ii 

wieetoevicweleth»poiMtielfawtfceloeiefeoBfB«teftodiuiitel.Oiiie>iii«lieielly 

•pdicy. 
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•IMMMKorRearidJ.Stta.NrA 

W€i«rwiini««»i»*ilOocitt>i»dlwctlh«lwimlnrtwib«|iwfciiutdwWiial»»ettnitotyof 

tbe United Stilt by fuvuuuical oinployMS who so oitjwiM. 

rHI VOMVHIt OlMRflO 

Th«'*aHl>owwBriliifciwi,fcB»«i|yctf«d|iri«riit*it|^toalwity>aiMMWt, 

Thi ii nn rwnilrrwimt in fliti rtiii •niiiii thiffl Am ihiiiiiinii miiiiiii itw ihiiiiiii In llii fliil 

mnttat. NarADuMlhcrabciuoh«icqBiraBia«.TlMRtenouilUqrteaipiBdinglbepRNiaoiad 

pnofldUTH <rf uitMwum'Bpnicoodiini loviy ottMf fctmi 

B« no BMRK wte it n Cilkd, ihepmviiteB of mch • drfau* to inftiaceaical oadMEUti 

fttpitMi«rittnw<BvinaaidbgrourfNBdiBcMMn. ltwilliiMlMitwfcfar«rnm|iiiiytD 

I to twnaalloa M • tnda Noat I km ahMya bMB teugU ttoi • ftadsMBtel piapoae of te 

•ttoii«>BindUB»pubUodl»Mhm—ofiini<ii»M. IIwm dw fiit lo iavi il«l>im 

wiU «aid«cal AM paipOM, fM ttak it win iMt Hr«( to prameio dw pntTHo of dM uteM art*. 

OBfariuo«tely,thedi«tiMilnBdw>doeiaBtidifcifiidwmoit»aioMpinhlriiiihciinfce 

nOtodqf- LailyMTWitatilWtodKcritiealatadferiBipnvaacatiBdieqiaiilyof 

namiartiaa. Patwtfat—i—tioo»««Jitob«wihT«lhyfrovidMnmwtim»tarw—Jnitiwi, 

by nvroviag (hi foNifi p«teM Md aoAfolMtf iiiaitfim MiRb fliM, by SMintttoiag ifaa U.S. 

CTiwMn«io>iyitoBi.Widbytriiali^iwiiini I hsv* Mtaehad IMI yor'* tarttmaqr, bocawe 

wabiUeva it KitUi valid. BiapiaiaadwaaadiwebavaidcmifiadaidlhenliilioMAatwe 

I KB bait fer dw patoat qfMOB. 

ta»waC»all ijiiiiiiiufcli ir«w»i«aa»tl 
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idMp««dyiiMd,ilbBMnliiMiB4oi9idityjeb. BvMlbaMecntiMngincaiiig 

Uboialwy condBcfJ bymmtnnB* eouSmM Hat. All npoiti we have fotlaB from 

MoplejWM tM* llMy took nnKh raon time llin tiwii Mndaid ftoduetkn foab irauld have 

allowed to do • tboRMigh aid ceopleti •ummiUon. Tbe patcnl •ppliremi weie iteKghNid wilfa 

the tme aid tftcMioB devoted to their ippliMtiou. We look fcnmd to ieoeiviii( all the d«to 

•Dd infbniutioo torn mrnqjentfrt ao dul we en wotk tofcdMr to imcMc quaUqr- 

Saegndly, availabilily of fiaeign petcnti hat lonea wona. Ml belttr. Jiut tfaia JTamwy, 

•ui|ilu/we diicoverid that the ^woy waa bocdat ly whi< we balieve wera htmdreda of 

thaufandaaffeteigDpatiattfKdiipofalailnah. Lockity we wen eUe to idaoliiy the nluatiaB 

SiratlaaitieoeoflhapalettaiBtlmatoaiettAedagCamraiNioaerToddDicldiifaa   Hcectad 

(wiftljr to fnaacveAapalBntt which while boud had not yet been tiariMd. However, it it not 

deer that be haatteicaourBce to put thca back ia the fllet. Aioftodqr.lhey aieailllin 

Some weald haoa you baiievB Ihet the avaJUhility of fxeicB pataoit haa fOttB baltat 

exaniaaa coDaidcr the poaiiUlily of aeaRfaiai the t<>i*'*Oy PMiiy *'•>*'•'•'*l^*'ncta WDcftaUy 

faiadeqiate wfacB oooipBed to a aeach of pepir Gopiai of fbfeip pMala that have beea 

claMiflad iato fta U.S. OaaiflcatiaB ayttom. 

ftawnimialadtooli will ha dalwinina»i»aoftheyaUtydipeedofoiir output, thafcy if 

uawfflftnteaaflMwHtoiubataacieofauiBBiatiiiBwifcdiaAaiociatioB. While Oia autotnatien 
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I Uiiaito tfw feeOaek of Mmc anplayaM, day have y«t to decide to imt dK 

OMWtcoooofauniMwidqmlityofwiiliitiwi iliMdofcoB^^MfaaeoofdioiiifcirMrioii 

Mefaoology dMnoo. SnnwHnni it i—ni m if lh«y — drivif u^ t>Am lh«> m (tad ew —dt) 

dririattfacBi. Wlwainiiiiithhn«linibrtmiwMiitMth»yAA.MWpoi>ediad>e>itedi22, t99> 

Advo/niMf , it bid to • S1M nMUioa doIlK rnratk pnJHl far flxinc pniblenM niaed by dw 

•ir MDSG OODHOUWS. We nGonratBd dMl Iho Hibiiliaa. M p«t of dw aoBUal R^ort 

requinnflit^diract AflefMcy tojpnwideedeliflodeooouatiBf Oi iti iwiwwilioo ifrtlvlbai 

jaelodint the iaoiMaefB»e—y«^ywdwl,»diUi>iBigfuuilBe«Hwitk»eehteA Aider iwued. 

llwak yeu far Utlning to ear eeaeaa*. 
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Mr. Chainnan md .V(«mb«n of the SubeominiRcc: 

Thank you tbr tha oppoftuoiiy to provide the vkwt of tbc Pawu OfFicc Profettional 

Aiaociation. Our orfiiTarton i> iha axcliMivc baffMiung atew ter iht tppnucimaKly 2400 

paiem prefestiottab at the VS. PaUM and Tradcmaik OfGce. Th* vait roaiorlty ofihe 

ctnploytta we repre«cm are tngiMert, icientiata, and lawytn wiw ««fk as patent CMminct*. 

Thcr* an ihcee barxaining until at the PTO. We repmcat more craployea in our unit 

than the employee* tepieamted by the other two uniu put together. By the end of thi* fiaeal 

year, the agency expccta to hire 6S0 new patent caamincn, with aaodicr 400 Khcdnled (br the 

year after. TheM Map inciMaat will aiao iocraatc the paicemaic of organized cmploycM that 

we'rcpretcnt in the PTO. 

In the 199tfi, the PTO hat been in an cxmmety privileged poiitian: Our budget has 

increased by 250S and our workload has only risen by S3K. Yet I am here to toood an alarm. 

EuminKioapiactiGciaourcoHBlryisnpidiy ippraachiagaslateofmajorerML It is a 

crisis of eonfideoca in the quality our work product. For examiners, quality baaieally means a 

eemplcie search of the prior ait, a thorough and clear axpoaitioa of ail tbc legal issues, and 

making eoncct dacisione on pawntabillly. In the past fifteen yean, dMR has baan a rtlamleu 

drive to increase (be pvoductivily of ouminert, thai is, to decreaae the amount of time spent on 

each case. Production yotas we spactfted in six minute incretBettts snd 0iany employees pus w 

tots of vohnssy ovefiiaw. Each pcoftsaieaai ptas M mush quality latB fte product as lima 

panted to him by mMafaraaMaOoM. As the fomplsKliy of ifce taehwlogy haa sKpsadad, sa 
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ihe tilt of ih< ictuth file h« cxpaoiM. M the complexiiy ofibe lc|al UtuM hu cxpudtd. ind 

as pMcm pioccdum have become more complex, there is only one thing that has lemaiaad 

constant - the quota that has been atsicned to each cumincr. 

At this point iKc avange amoini of time spent per applicatioo Is spproximaicly 

seventeen hotii*. How much less lime een en examiner spend on a case and sdll put out a qualhy 

decision? Cuncntly. the European Patent Office spends shout aa much line teaichini a paimt 

spplicatioa as ourcxaminen spendon the entire proeeoution of a case. 

Our customers have been survoyed numerous times, and have been extensively 

interviewed in (KUS lioups. Their number one eoncem is the quality of our wodc pioduet, 

especially as icgards lbs adequacy ofihe search ofdie prior ait la a survey conducted by the 

Haelan Oroup, an outside consulting fam that was hired by managerent as part of the re- 

cngiaccTing efforts at the PTO, our cuswmcn gave us a mere SOH avciall sstis&etion eating. 

We art so bad that both the Poatal Service and the lotamal Revenue ServKe have higher overall 

saiisbctioa scores. Poor quality has become so ligeiidwy ifat h is even cited in text boola. be 

well respected book on bar codes, the auiiior laments the yaoting of paMnis far " 'iavaniions' 

Mluch are overly broad, not truly novel, or peritapa obvious in aatare." Roger C. Pabncr. 7%« Bar 

C«J»took, Helmers Publishing, Inc., third ediHoo. 1995. page 241. Whereas our scanhcs onec 

were the envy of the entiie world, we now regularly hear of eases in which a European PeteM 

OfRoe (EPO) csamlnar has found a relevant lelbrence that was not fcund by our initial sesreh. 

Our empioycee have also been aurva)«d by the KMlan Oroup. b thai survey, the aumber 

one proMsaidetiiified by enptoyeeasnaconctoi over Ihc quality ofour work product Our 
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etamuiets ve strongly motrv-ited to provide i qiulity work product by their pfof«tionalinn *nd 

by ibeir pnd«. Eveiy pit*nt liitt ih* oaincs of the eMuninn-t wiw woifced oo the cue, and no 

one »-anti to be embimncd. But our tximincn eimM perfenn minekt. They need lime, 

bcner search toolv and training. 

Our ctMtomeri have spoken. Our employees have qiokCD. But nothing has ehanfcd. 

Productioo and cycle times still take prcccdctKC over quality. And admintsmtive and 

automMion fiiactiont still take priority over examination iiinctiaM. 

The first question that should be aikcd is: Do wa have the rcsourecs to do a quality job in 

a raasonable amount of time? Tha answer has to be a resounding YES. What other agency has 

been able to inncaM its budget by 2S0%widiin this dscadc with only a S3%ii«er*asc in the 

muiiber of applications processed during the same line? 

The FTO has been fortunate in that its overall budget has Increased by such huge 

aowuBts The largest increase in our fee iticofne has heen due to the collection of niainlcnance 

ices. During this decade, (he second and ihiid psscM mainlciMsisc (be jnercmenls becinie fiilly 

operatfc>nat In addition, fees for extansionaofliaM became a more sigBificaslsoarec of income. 

At the beginning of the decade in FY *90, the expenditures of the FTO were only about 1327 

million per year, while the pinpoeed level ibr FY '99 ia SS36 millioB, m averags incnase of 

about tlH per y«ar. 

Over the same decade, dte yearly number of patent spplicacianseiamiaed has tiKfeasad 

by only S3H. Tha number of pataat applicalien* cumined went from iboM 142,600 is FY '90 to 

• hoped far 211 thousand in Fy"99, a cooyouad tsM of iaeraase of a UMe tan ihaa SH. One 
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might think ihu (he hufe inciMSC in availtblc moi»c«* wvuld tllew for a signitkaot incmw in 

dw quality of our (cn-ice lo iht patent community. Unftntuaaiely. ihai has not happened. 

We now eollact hundfcds of millions of dollars more per year than wc would have 

collected at the beginning of dw deeadc br the equivalent wotfcload. yet examiners have no mote 

lime per case than befim. have loi ninitig available than befci*. and are spending less time 

numiaining our iaaich filet than ever faeCan. Where baa the cxtia money gone? 

The ical issue is oaa of prioriiica. The agency's pilentica an clearly delineaicd in its 

budget, what it calls ila "cotpoiate plan." On the la« page of die section on die patent business, 

it set (bnh Its peTfatmancc measures (page 2>, Table 7). lacicdibly. quality is defined only as 

average cycle time. Nowhere lo be faund ia any •iiaaMta of dK eompletaaress of the SMieh. of the 

discovaty of the most pertiiisiii prior ait, or of the roimtaaM of our legal conchisiooa of 

piiiiiaalilUty. These omiiaioos are shMneAd. 

And d»ey appear w be penny wfsa and pound feoliab. The goal fbr die nen five yaan it 

•o thave 4 BoiMhs off dw cxitdnf cycle time, ostensibly, to give piMnt baldin 4 HUUMWI 

moodit of pattm pio«teiiM widiia tka 20 yav UmilaiiM an paUM icim. Wc should atk our 

cuHMueti: How much litk to dw potential invalidity of the eMin term and how nMch risk of 

increased litigatioa costs are you willing to take in order to ^ an addWoaal 4 nMMhs of patent 

protoctiea? In a sytnm in whkh applicann pay hundreds of doOan (br encatioot of tkaa to 

ratpood. I predict dw( ow custoncn will vahw paMaticUaUliiy more dwn than aKteaaioa* of 
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Search FUc Dif radailon 

Paieni reliability and examination efRciency have bean thiaaUiMd because critical search 

tools have been crippled Since March of 1995, iha PTO hat ceased to classi^' >><*' foreign 

paicntt sccording to the U. S. Patent Clattificatien system and has ceased to distribute them to 

our taareh filai. In addition, rcclastificMion aflbtts with ratpaci to U. S. patent* have been 

curtailed and in some cases, where a peclaisification project has been condueied. the project did 

not tnciude the reclatsificatioo of foreign patents and non-patent liteniure. At dw beginning of 

the decade there were about t2S iiill tinte classifiers, while now the number has dwindled Into 

the Sffs. Even these remaining employees are being used to perfotm other tasks, such as touting 

new applicaiiofu to the examining groups, a job that used to be peifemied by par^>ro{essionals. 

In addition, there used to be substantial examiner detail time to rKlauifiettion projects; most of 

that etibrt has been eliminaied. While the IOH of raclassifieation eflbrts may not have a dramatic 

impact at any one point in time, the long term cotrotivc efAct is u sure as the impact of a beach 

climate on c«fs. 

The need for a classification system is iBdcpendent of whether we automate our seacth 

synem or nuintain our paper files. A text baaad system it woefully inadequate for many 

seiichM when, for example, the seaich teims art inherently cotnmoitly used tenns. It is well 

accepted both here and at the Eumpcan Patent Ofliea diat the utc of the claatiflcatioa system is 

twceaiary for adequately narrowing laarchet in an automated eoviroiuncnL 
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LackofTrmlnlnc 

tn 1997thtPTOcwKcicdvimiatlyaU(faiiiingp(op«mtlbr««p<n<n>^cx*miMrtoa 

(he basis of i cUimcd budget cwitrgtiicy. Tbe bw included in-bouM and unfvenily technicsl 

GOw««*. In-hoUK law oounct. the Lew School Tuition Auistancc Piogranti, dtc Jutis Master 

program, attetidanec al moM lechiucal eonfetencet. and vista to btdusuy. Later in that year, c^tn 

when the PTO knew it would have nany iciif ofntiUbiis of dollMi, it ftUcd to reinttaie iheic 

prognms. Even today, d»esc piograms haw not yet been reiiutaled. 

Euniinerlrmiiung has been idcntiriad as a critical need by our ciMtooMta. f. Malfais* 

Associates, an outside csnsultam hired by the PTO as pan of its tveogittecring eflbrt. coriducted 

two autooiatioa studies itrhkheonchtdad that additloiial training was a critical PTO oeed. But, 

even more importsntly, every profmioo has provided for eimiiruiing education f»r its raemben 

to improve and ttwintain skills. Tbeptofassionofpacmexainiiiiagshoitldbenodifhtent. 

Last ]«er, the Subcannilicc on Appropriations fbr the Commerce Dapartmcnt (nd 

others), in its report. HR IOS-207, Ihrnigh* ttaininc br pMant eiaBiunan was so inpottaot that 

ihey requested the agancy 10 rapoit back 10 Ike Coomiitaa by Febiiiaiy 2.199t on iu training 

plans far FY 1998. To dM beat of our knowMfe, no such lapoit has been submined. even 

though FY 199* i* almoel half over. 

AMemOonadkePTO 

Aa A»k^s< SMV SpdHag "PaOwv' 

TKe PTO hru had • lea duui iUuetriou* bistocy when it canci lo automaiioa projects. In 

I9J0 ttc PTO aacrapHd a pilot wtDOMMd seeieh fysMoi b ClsM 1<7,''hMiein**, Peisans airf 
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CoMMtic*." This pilot wu • ftilure ind wis ended in JiniMiy 1951. la the I960*( (be PTO 

b«t*n investigiiinf the automition of the patent leaich file with ~Prejccl Potomac". After 

tpending lO't ofmillioQS of dotlan. the project wu abandoned a$ a complete fUlura. Over (he 

yean there hai been an alphabet aoup of failed automated tyttemf. KAYSTAQ (Have You 

Stated AnsH'cn To Questions). ILAS (IntCfrelaled Lofic Accumulating Scanner). RAMP 

(Random Acccu Mechanization of Phoiphonn Compounds). CAMP (Card Mechanization of 

Phosphorus). SECIR (Semiautomatic Encoding of Cbemiitiy ibr Infeimation Retrieval)'. 

CASSIS, and CSR have all amvad with great fanfaic and have shink away in costly &Uuic. 

The American Intallactual Propcity Law Association's Infbnnatioo Retrieval Committee 

hi their March 30.1992 repon said "The point ia, no one outsida die USPTO seems to have a 

handle on bow much the system will cost to tun. All of this to achieve no expected effictency 

gain and dubious quality Impfovcments. This is a>itowatioo for automation's sdce, at the cost of 

at Icaat several hundred dollars mot* per patent applicalian, and postibtc thousands moie.* 

So whet* has all the money gone? We don't yet hava an aiMamated paacat retrieval 

%yittn dial can match the spaad and efHeieney of the paper fika. The PTO baa recently dioppad 

another alphabet soup of unuaabJc automated systems on the Examiner's desktop, u^lc 

proposing to remove the only search system that dees wock...tlw paper sasich file. This all 

without any training on how to ua* the doien or so new systems. You SM. PTO msoagctncut 

subsciibes to the "^ou figure it ouT school of training. 

TUs alphsJhei soup of new systems were devaloped wiOiout PTO managemefit seriously 

considering wh« examineis or tfw pubUe want and need in auteoMHd systems. PTO 
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mmaf cmcnt hu choicn lo timply isnort an Executive Order signed by President Clinton 

lequmnf ifcncies to bargain over the tcchnologiet. tnethodi and meant of perfofming Kork. 

POPA is not against automation. POPA it against automation that wastes the public's money b)' 

Mling 10 produce systems that enable examineis to be mote pioduciive. You have to understand 

that all examiners are either scientists or engineers. Our job steeps us in a love of technolofy. 

But. wt are practical too and know the difTerencc between a lemon and a peach. 

In October 1997, we were notified of the agency's intent to eliminate the paper files 

before exaininers are mnsfeired to the new buildings ibM the iflency wishes to lease. Contraiy 

to inmitioa, cooputeriaed searches do not take less time than searches using the paper files. With 

the reeeiu elimination of the dual screen cluster wockstatlooa, only desktop woikstailons arc 

available. Those woricstaiioiu will not even allow one to sec an enlifc page of a p«teia at a 

ftadable resolution. In addition, as cuiiently eonfiguccd, they do not piovide fot viewing the 

images of a collection of patents identified through a text search. While the desktop tettninals 

might work Ibr those who need to find infbnnaiiaa only oecacionally, it is totally biadequaie for 

those saarching in a production enviroomenc such as ours. 

fletaming the paper files is diit cheap in comparison to automation. We csttmalc that 

space oosts phis upkeep add up to less than S4 million per year. If the paper files go, so will our 

classified farcip lalcieiica backfile and our elasaifled nen-paMit liteiaaire. neither of whack 

have been cspcured electrenically. 

We find it faKtadMe that PTO maaactincM hu aomuncad tint they will etbniiMte the 

pap« tavth tks Wtdiout aver having done a coMftcneih matysls. Wr have (Iso aaked (or 
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documentation on any tnidies which have been perfocrned tvith reipeci (o quality of nantinaiion 

and search time using automated pMenI retrieval systems vs. paper systems. The agency uys 

(his information doesn't exist 

AettoM the Committae Can Take 

The cxaminaiioa system Is at a critical crossroad, tf there is to be concern for the quality 

of examination, concern for findinf the most peitineM prior art and cottceni for the coireetncss of 

dccisiooi on patentability, then Con(rei« must express that coiKem. 

CoolroUinfl the total anwimt of resources available to the afctKy wtll not be sufficient lo 

cnsuie that there will be a concern for quality. While euilaiUnc resources may very well limit 

ivhat can be accomplished, expanding our resources will not, by itself, produce quality results. 

We believe it is essential thai you provide guidance and oversight ai to how those rasourees are 

The most significant issue is not the total level of resources available, but (he priorities by 

which those lesourcei will be allocsled. Bight now the PTO coltecti just under SS600 in fees for 

each issued patent ovet the lifo of the patent Less than SSOO is allocated to examiners for 

examming a patent application. The rest is precesaing cosu and overhead. 

We baliava this imbalance in the priorities of the agency can only be changed by an 

explicit direction fiom Congress. Just as Congress put a fence around trademark fees, by 

requiring that all trademaitc fees be used only for trademark registrations and related activities In 

33 t'.S.C. 42(c), SO couU Congreu declare (hat catain paiad appUcaiioa ftes be dedicated to 

Kind the pay and training of patent exarainen. HJl.812 at Section 6(d) proposes Just such a 
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fttict and we wontly support it Iav«nten pay tpplkuion fen principally for ihe time 

examiMn uw to warch and <valu«c die patentability of an invcmion. We believe die invenion 

should be guwanleed the sarvicc* they paid for, and budget shntCills accommodattd by 

adjtiftmeiM of procestlnf and overiiaad cotu. 

We believe ihtl the cuncnt deindation of our search filat can only be ovcRonc by an 

explicit direction ftocnCoocrcsa. Coagieu could, aaprevided in Section 4 oTH.R. tl3, icquiie 

die PTO to raaiotaia the U. S. Patent Claasifkation sytten and to actually use it to orfanlzc the 

technical infonnalion requited to be kept in the search ttlcs, iachiding all the foreign patents that 

form the minimum doeumcntalioa required to be maiiUainad by Che Patent Cooperation Treaty. 

We believe that the improved examination quality achievabte though the training that 

customan. employees, and outside expat* agree is needed will no* happen without aa explicit 

diceciioo fton Congress. Conpess could, aa provided in Sactloa 3 of H.K..SI2. meet the training 

need by requinng that SH of duty time be set aside for training. This matches die budget 

alhMment for training tuggaated by the VOOMT Cotnmissian. In a patsnt recnginccring 

wocignn^, it was eoncluded dial a spacilic set aside for training was the best way to enstvc that 

employees actually would be tralnad. Best practices in U.S. Industry ptovide for 4-<H of aa 

employee*' time be speiM in training, while 10-I2H Is the best practice in Europe. 

To provide an acooomical source of eompclcnt and dedicated trainan. H.ILII2. (t 

Section S<b), directs diat the PTO develop ao bieenlivc ptograw to retain rclimncnt eligible 

primary aMmiaen. Civil sarvicc law eunenlly allows mention bowise* of up to 25H of salary. 

Ttie section permit*, bat does not require, monetary inccalivcs. 

62-305 00-5 
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tn »umm»ry. we urgt you lo provide the ifency with explicit guidance on the re«jun:e$ to 

be devoted to finding the moit pertinent prior «rt relitivc to each patent application and to 

enjurinj the cotrectnett of our dKitions on patentability  We think this can be beat 

•ccompliihed by dedicating ceitain fm 6sr die pay and training of patent examiner., by directing 

the PTO to Riaintain the U.S. clauification system and classify fbreign patents into the U.S. 

system, and by direcling the PTO to provide a specific amount of lime for training 

Mr. COBLE. Thank you Mr. Stem. Thank you all in fact. 
Mr. Kirk, much has been said about the first to invent defense. 

Why is this defense of such importance to inventors, especially 
those who operate small businesses? How much of the industri- 
alized world relies upon this defense for its inventors? Has its ap- 
phcation in those countries been beneficial or hsuinful? 

Mr. KIRK. Well, to begin with, in terms of the impact of the ab- 
sence of a first to invent defense or prior user defense on the small 
inventor, of all of the people that one could consider, the small in- 
ventor is going to have the least resources to be able to obtain a 
patent on every invention that he or she might make in the course 
of his or her operations. 

This appUes not only in the United States, but it is 10-fold more 
expensive when one thinks about patenting around the world to 
protect overseas markets. So you have to, by necessity, be selective 
and patent only those inventions that you have a high degree of 
confidence you are going to be using—that you are going to rely 
upon. 

Even there you have to be very selective because they simply do 
not have the money to do it. The impact which a patent obtained 
by some second comer could have on the operations of a small en- 
trepreneur-innovator could be disastrous. Therefore, we think that 
of all of the difference sizes of operations, the smaller operations 
would be those most likely to benefit from a prior use defense. 

With respect to its operation overseas, all of our major trading 
partners have these systems in place. I would say that most of 
those systems, however, are not nearly as tightly crafted as the 
provisions in the Committee Print. In France, for example, the 
mere statement that you possess the invention may give rise to a 
prior use defense which is far and away beyond anj^hing that is 
in the Committee Print. In the Committee Print, because one must 
have reduced an invention to practice or have commercially used 
it more than 1 year before the effective filing date of the appUca- 
tion, it is almost inconceivable that the prior user would not have 
been the first to invent. Hence, responding to the earlier testimony, 
I believe that is where the title comes from. In so far as the use 
of this defense overseas, we have seen published studies that indi- 
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cate that this defense has not created a problem. It is not that fre- 
quently used in other countries. 

To those that would say well, if it is not frequently used, then 
why do we need to have it. My response would oe that if you get 
run over by a car once every 10 years, you would not say no big 
deal. You do not want to be run over by a car—period. So, I think 
you do need it, even though it is rarely used. 

Mr. COBLE. Thank you, sir. Mr. Ludlam, elaborate a httle bit if 
you will on why patent term protection is so critical to the survival 
of your industry (a); and what makes the biotechnology firms dif- 
ferent from other companies in terms of financing yoiu- operations? 

Mr. LUDLAM. Our industry lost $4.1 billion last year. It is the 
largest money losing business in the history of the free enterprise 
system. They do not want to lose money, but they do lose money, 
llhey have never had a profitable year. It is hard to know when 
they will have a profitable year. 

In order to fiind this research without profits and without reve- 
nues, they have to go to investors, and sometimes pharmaceutical 
firms, ofi«n to capital markets, and to venture capitalists. They all 
want a rate of return. They want to know that if they go through 
the 5 or 10 years of research, and they spend hiuidreds of millions 
of dollars, and they manage to get a patent, and they manage to 
get through the FDA, and they manage to sell the managed care, 
at that point, at least they wul have 17 years to recoup their in- 
vestment. 

If you get a shorter term, especially on a breakthrough product, 
a 10-year patent or a 5-year patent, the return just will not be 
there. It is hard enough to raise capital it as it is. So, the provi- 
sions in this bill are absolutely perfect. They provide absolute day- 
for-day guarantees that if you lose time at the PTO because of the 
delays that are beyond your control, it is all restored. That is ex- 
actly what you have to do. 

Mr. COBLE. Thank you, sir. Mr. Kirk, you alluded to this. I am 
not sure whether Mr. Balmer and Mr. Miiller did or not, but let 
me put this to all three of you. 

Why is it important that the Reauthorization bill inhibit the cre- 
ation of the new surcharges? I touched on it. I think you did, Mr. 
Kirk, as well. How does this affect your members who, in effect, 
subsidize the operation of the PTO? 

Mr. KIRK. One of the comments that I made on the surcharge 
has to do, Mr. Chairman, with the surplus that will be generated 
in fiscal year 2000. It is anticipated that the Office is going to col- 
lect $160 milUon more than it will be permitted to use. 

That money will be carried-over into the following fiscal year, 
2001. If you look back at the amount of carry-over coming into the 
current fiscal year, that was $116 million coming out of fiscal year 
1998 into fiscal year 1999. The delta, the difference between these 
two, is $44 million. 

Now, what that represents is $44 million that will be collected 
by the USPTO, but not spent in fiscal year 2000. This money is not 
going to be earmarked for something else, but what it means is 
that the Budget Committee, the Appropriations Committee, and 
the administration, can in effect take advantage of $44 miUion that 
will be collected and not being spent in the year 2000. 
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Mr. COBLE. And diverting it. 
Mr. KIRK. They do not use the term "diverting" anymore because 

they have grown a Uttle bit more savvy about the discomfort that 
it creates this committee, the users and everybody else. They now 
say we are going to appropriate this money to the PTO in the fol- 
lowing year. We are not diverting. That is a nice story. 

But when there is $44 million in fee revenue that will not be 
spent in fiscal year 2000, that means that there is $44 million can 
be spent somewhere else. Then we must look at fiscal year 2001 
and see what happens there. $160 milhon has been pre-appro- 
priated for fiscal year 2001, but the projected surplus in fiscal year 
2001 is not $160 million anymore, going out is $77 million. 

Now, there is a big difference here: $44 million that the Appro- 
priations Committee was able to spend in fiscal year 2000 will have 
to be found somewhere; $44 million that the administration has got 
to find somewhere. 

The point of my comments is that when we reach fiscal year 
2001, deadline, you are going to see either (a) the USPTO budget 
being reduced below what it needs to properly operate, or (b) a pro- 
posal to raise fees to coUect money to cover the revenue that has 
been used somewhere else. So, do we have a problem with the 
USPTO fees paying for the retirement benefits of the employees? 
Absolutely not. What we have a problem with is the fact that we 
do not yet have a system in place that guarantees that the money 
the PTO collects will remain with it and be spent only for the PTO. 
If we had that, then we would not need your bill. But we do not 
have that and we do need your bill. 

Mr. COBLE. And I share that concern. 
Let me recognize the gentle lady fh)m California now and I will 

come to you sin about it later on. 
Ms. LOFGREN. WeU, thank you Mr. Chairman. 
Since I have a meeting I am going to have to run off to, I appre- 

ciate the chance to say just a few things. First, that it has been 
enormously helpful to near from all of you. I appreciate your being 
here. 

For Mr. Ludlam, now is it my understanding that your organiza- 
tion actually would prefer publication without exception, but you 
are willing to support this bill because we need to move forward? 
Would that be an accurate description? 

Mr. LUDLAM. Correct. We view it as a matter of life and death 
basically. Our companies have scarce resources to spend on re- 
search. They need to know what the other guy is working on. 

If the other guy is in position to get the patent and you are not, 
then you ought to move on and reallocate your budget and put it 
to use in some other way. You save the resources. You save the 
waste. That will lead to more products and more saved hves. 

Ms. LoFGREN. So, I just want to be clear. I do not want to put 
words in your mouth, but I think it is important to get on the table 
that you really preferred, for good and sound business reasons, the 
provisions of the bill in the prior Congress, but you are willing to 
go that extra mile to get along to get something done to come off 
that to this position because we need something done? 

Mr. LUDLAM. Yes. We will come back and try and get the whole 
loaf on publication some other time. 
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Ms. LOFGREN. Right. 
Mr. LuDLAM. You will be in business here on the Hill in the fu- 

ture. 
Ms. LoFGREN. AH right. Mr. Kirk, I have a confession to make. 

Many of us were busy doing something else last year. As a con- 
sequence, I did not read the State Street Bank and Trust Company 
case. I will read it. I am wondering, not having read the case, and 
you mentioned it in your testimony and kind of the new elements 
it introduces into the prior use, can you explain to me why in that 
case, maybe reading it will make it obvious, they did not simply 
seek copyright protection rather than patent protection? 

Mr. KIRK. AS you are well-aware from your experience on the 
subcommittee, the cop3Tight protects expression, not idea. On the 
other hand the patent system protects the idea. So, you have got 
this limited exclusive right for a period of 17 years to that idea. 

Ms. LOFGREN. In computer programs you have got a weird area, 
difficult to categorize, where you have an operational thing, but 
you also have something that heis been deemed to be expressive. 

Mr. KIRK. Yes, you do. I can take the idea from your computer 
program and I can take the code and I can isolate that code from 
my programmers, lock them in a room and say I want you to write 
the code for this idea. Now, that is going to cost a lot of money. 
I would really rather Ucense it from you. 

If I am forced to, I can put them in a room and get that code 
rewritten to implement the idea. That is absolutely proper under 
the copyright law, but that would not be appropriate under the pat- 
ent law. 

Ms. LOFGREN. So, it is the scope of your protection. 
A final question. You were here and heard the discussion with 

Mr. Campbell on prior use? Then you heard Mr. Rohrabacher say- 
ing that there might be an exception for industrial processes. 

You seemed to indicate that you thought that was going to be in- 
sufficient. Is there some area in between industrial processes—and 
we really need to stick to the entire prior use—that you could iden- 
tify as a potential area, you know, middle ground between oppo- 
nents and us? 

Mr. KIRK. Let me just say on that, let us start out with the un- 
derstanding that a prior user right is simply not available for the 
vast majority of all inventions because the vast minority of all in- 
ventions, as soon as it hits the market can be reverse engineered. 

Therefore, prior user rights is not an issue. Prior user rights es- 
sentially is limited to industrisd processes that you can use in a 
plant and certain equipment that you can use in a plant that when 
the product that is produced goes outside will not disclose to the 
public what your process or your equipment is. 

So, it is a fairly limited concept to start with. I think the point 
that I would make is that as the State Street Bank has shown us, 
as developments in the law occvu-, we are going to have areas that 
people have simply not sought to obtain patents on. 

liiey had been using it as a trade secret thinking that is the only 
thing I can do. All of a sudden, the law changes, the decision 
changes what is patentable. You have this huge area of trade se- 
cret practice that is put at risk. The patentee, as Mr. Balmer says, 
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cannot then get a patent because our current law precludes it be- 
cause they have been using it commercially for more than a year. 

Ms. LOFGREN. Mr. Chairman, my time is expired. I think this is 
an interesting area that we are going to need to spend a little more 
time on. 

Mr. COBLE. If you want additional time, go ahead. 
Ms. LoFGREN. I think after this hearing we are going to need to 

sit down and sort through this. 
Mr. COBLE. I concur. 
Ms. LOFGREN. I look forward to doing that in a collaborative way. 
Mr. COBLE. I thank the gentle lady. 
Mr. Balmer, let me revisit my question to Mr. Kirk to you and 

Mr. Muller, if you all want to add to what he said regarding the 
surcharge problem. As you all can teU, I feel pretty strongly about 
this as well. 

Mr. BALMER. With respect to the surcharge problem, we are ex- 
tremely nervous. Certainly, our concern from the intellectuad prop- 
erty owner's standpoint is that we get the quality service out of the 
patent office. That the Patent Office operate as a business in terms 
of, you know, the way Union Carbide would operate or your law 
firm would have operated in a very responsible, in a very planned 
manner. 

To have the surcharge come in and not have that go to the fund- 
ing of the services would be a travesty. It is going to take away 
fi-om the ability of the Patent Office to provide its services. As we 
said last year, if you start to do, gee, we got some funding this year 
so we will now extend, oh wait a second. A surcharge came in. We 
have to cutback on staff, it takes time to train examiners. It takes 
time for examiners to develop the expertise and generate quality 
examinations. 

That is why again, we focused a little bit on this concept of a re- 
serve that is set aside for the Patent Office so that when it hit the 
lean years, they have that fiinding assm-ed that they can maintain 
a fighting staff, a good staff. So, we look at this as absolutely criti- 
cal. We cannot have diversion occurring. That is above and beyond 
just a tax on innovation. 

Mr. MULLER. Thank you, Mr. Chairman. I would endorse Mr. 
Kirk's comments as they relate to patents. They also relate to 
trademarks. I do not think this should be a complicated issue. We 
should determine how many user fees are required to examine our 
applications. 

We should take that money in. Any appropriation over that is a 
tax upon the intellectual property endeavors of American citizens. 
That is a tax without representation. We would be strongly opposed 
to the diverting of any monies. 

Mr. COBLE. Thank you. Mr. Ludlam. 
Mr. LUDLAM. I would just like to make a comment. Actually, I 

am a former 0MB employee, but let me tailk on behalf of the bio- 
technology industry. We pay user fees to the FDA. About 35 per- 
cent of the cost of the review of drugs and biologies at the FDA is 
paid by us. It is a great investment. We will pay user fees to get 
better Government. We will gladly pay into the PTO, but they are 
a 125 percent fxmded agency. 
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They are stealing the rest of it. It is theft. It is a tax on our in- 
dustry. All of our applications are complicated. They cost a lot of 
money, a lot of computer programming, some very high tech em- 
ployees, and we want that money to go to the PTO and nowhere 
else. 

Mr. COBLE. Thank you Mr. Ludlam. Mr. Stem and Mr. Tobias, 
and I say Mr. Stem first because I do not think Mr. Stem that you 
are warmly embracing the first to admit defense as perhaps other 
are. So, I want to give you equal time. 

Does it apply just to trade secret subject matter; that is processes 
and the Uke? Should not inventors who could ill-afford to patent 
every process in their plant have some protection fi'om the more 
fluent businesses, many of which are foreign, that might try to ap- 
propriate the invention by patenting it? 

Mr. STERN. The first to invent defense does deal only with trade 
secrets. I do not think it would apply to anything other than a 
trade secret. If there is a disclosure of a process, it would prevent 
someone that is more than a year prior to the patent application 
being filed, it would prevent somebody from getting a patent. That 
would be what we call a statutory bar to the issuance of a patent. 
Consequently, the so-called first to invent defense can only apply 
to something that was kept secret. 

Mr. COBLE. Mr. Tobias, do you have a strong feeling one way or 
the other on this? I would be glad to hear fi'om you if you do. 

Mr. TOBIAS. Mr. Chairman, NTEU takes the position that we will 
administer the law that you create. On the issue of public policy, 
that is for the Congress to decide. We do take positions on how the 
law might be implemented by our members, but not on the poUcy 
itself. 

Mr. COBLE. Very well. Of course, the State Street Bank case 
which allows patenting of business methods, I think that is what— 
referred it to, Mr. Kirk, do you want to insert your ore one more 
time in these waters? 

Mr. KIRK. I think I have said all I care to on that. Thank you. 
Mr. COBLE. Mr. Stem. Yes. Mr. Coble, the irony of the first to 

invent defense is that the way that it is written up right now, it 
does not require the person who is asserting that defense to be the 
first inventor. There is no such requirement at all. 

Normally, the decision as to who is the first to invent is made 
on the basis of conception and due diligence until the present time. 
Those concepts are not there at aU. 

Mr. COBLE. But he would have to invent before the patent owner, 
would he not? 

Mr. STERN. NO. That is not a requirement; not the way that it 
is currently written up. That is an anomaly. It is an interesting 
name. It really refers to the prior user rights. That is probably a 
more accurate description. 

Mr. COBLE. This may well be subject to interpretation. Mr. Kirk, 
did you have anything? 

Nfr. KIRK. I would just say if it troubles Mr. Stem a lot we could 
probably rename it to say the very likely first to invent defense. 

Mr. COBLE. Well, on that note, Mr. Balmer, do you want to be 
heard? 
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Mr. BALMER. I just wanted to mention there is another side to 
the first to invent defense. There is a case fi-om the Federal Circuit, 
the Thompson case, where there is a group who invented peirticular 
technology. It was secret for awhile. 

Another party invented the same technology and ultimately got 
the patent. The first group wound up their technology went into 
commercial production. The patent owner went against the initial 
inventor. We had the very anomalous situation where that first se- 
cret work invalidated the patent. 

I think one of the laudable features of the bill is the potential 
for that later patent to continue to exist provide greater certainty. 
I think that is something that nobody has really talked about at 
the table today. I think it is a very important part of that bill. 

Mr. COBLE. Yes, Mr. Ludlam. 
Mr. LUDLAM. I think one thing that we would simply say is that 

there is a narrow first invention defense provision on the table in 
your draft;. I know that discussions are going forward about it. The 
only thing we would say is if it turns out that it is not possible to 
reach an agreement, that we do not kill the bill because we caimot. 
That applies both to the House and to the other Body as well. 

Mr. COBLE. I concur. We do not want to repeat what happened 
last time. This hterally sailed through the House, pardon my im- 
modesty, but I am proud of the way it did that. Over on Mt. Olym- 
pus, it did not do too well. 

Folks, this has been a good hearing. Each of you contributed very 
obviously to that success, as did the other witnesses. I thank you 
all for your testimony. The subcommittee appreciates it as well. 
This concludes the Oversight Hearing on Patent Reform and Pat- 
ent and Trademark Office Reauthorization For Fiscal Year 2000. 

The record will remain open for 1 week. So, if you all have addi- 
tional information, 1 week it will be open. Thank you for your co- 
operation. The subcommittee stands adjourned. 

[Whereupon, at 4:03 p.m., the committee was adjourned.] 
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MATERIAL SUBMITTED FOR THE HEARING RECORD 

PREPAKED STATEMENT OF I. FRED KOENIGSBERG, CHAIR, SECTION OF INTELLECTUAL 
PROPERTY LAW, AMERICAN BAH ASSOCIATION 

Mr. Chairman, Members of the Subcommittee. On behalf of the Section of Intellec- 
tual Property Law of the American Bar Association, thank you for the opportunity 
to express our views on your bill, the "American Inventors Protection Act of 1999^, 
and on H.R. 1225, the "United States Patent and Trademark Office Reauthorization 
Act, Fiscal Year 2000." These views represent the views of the Section of Intellectual 
Property Law. They have not been considered or approved by the House of Dele- 
gates or Board of Governors of the American Bar Association, and accordingly, 
should not be construed as representing the policy of the Association. 

THE AMERICAN INVENTORS PROTECTION ACT 

The American Inventors Protection Act, like its predecessors in the 106th (H.R. 
400) and 104th (H.R. 3460) Congresses, represents a far-reaching package of propos- 
als to revise and reform the patent laws of the United States. Tne Committeie print 
of the bill includes a number of reforms which the Section of Intellectual Property 
Law beUeves to be not only positive changes in our patent laws, but changes which 
are essential for the United States to metintftin its competitive position in what is 
rapidly becoming a single world-wide market for the development and exploitation 
of inventive talent. 
Title I—Inventors' Rights 

Title I of the American Inventors Protection Act of 199 is designed to rein in the 
deceptive and often finaudulent practices of so-called invention promotion companies, 
whioi prey upon inventors, and upon the larger universe of those who aspire to 
being inventors. 

Over the many years these practices have persisted, a number of consistent fea- 
tures have been present. First, they are focused on the exploitation of those who 
believe they are, or could be, inventors of patentable subject matter. They do not 
target their services toward the resetirch and development departments of mtyor 
corporate enterprises, but rather upon independent inventors, most often first time 
or one-time inventors. 

Many inventors tareeted by invention promotion companies bring to their creative 
efforts a degree of dedication and passion which is not matched by an ability to real- 
istically evaluate their own efforts. At the same time, they also may lack even a 
rudimentary understanding of our patent system and be unsophisticated in what is 
necessary and possible to turn their efforts into commercial success. 

In short, they are victims waiting for an unscrupulous invention promotion com- 
pany to happen. 

When a potential customer contacts such a company—usually after seeing a tele- 
vision or print media advertisement—the contact sets in motion a chain of events 
which has conunon features over time and independent of the merits of the potential 
invention. 

First, the potential customer who contacts the toll free number of the invention 
promotion company is asked to provide a description of his or her invention. 

In the hands of the unscrupulous invention promotion company, the invention in- 
stantaneously develops tremendous potential for patenting, successful development, 
and marketing. Actual merit does not appear to play a factor in this evaluation. In 
one case, a journalist, interested in testing the outer Umits of an invention pro- 
motion company's unbridled optimism, submitted a proposal for a unique automobile 
"cruise control  device. It consisted of a device for bolting the accelerator pedal, de- 
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pressed to achieve the desired speed, to the floor of the car. A report came back that 
aepiirtment stores all over the country were waiting to put this stroke of genius on 
the market, perhaps anticipating that motorists were dying to put it in use. 

Along with the favorable initial report, the customer receives the initial bite: a 
solicitation for fees to finance some sort of feasibility study, which may or may not 
include a patent search. The fee is typically several hundred dollars, often as much 
as $1000. 

Not surprisingly, the report that results is invariably also favorable, albeit 
couched in generalities and lacking any meaningful specificity regarding the pro- 
posal at issue. The existence of voluminous prior art, and the absence of elements 
such as novelty, usefulness, and nonobviousness are, of course, not causes to render 
an unfavorable report. 

Sometimes the oogus invention promotion company actually assists the customer 
in applying for and receiving a patent. However, the patents are often narrow or 
not well written, or both, or are design patents, which provide little if any real pat- 
ent protection to the customer whose need is for a utility patent. Furthermore, even 
these relatively useless claims are often vulnerable to legal challenge. For example, 
when someone working for the company adds the ornamentation necessary to sup- 
port a claim for a design patent, tihe appUcant (the customer) is not the inventor, 
and is not entitled to a patent. 

For customers who fail to see the writing on the wall and cut their losses, inven- 
tion promotion service fees grow larger as the pitch moves to invention promotion 
and marketing. Here again, the actual services provided are minimal, such as pro- 
viding a list of names and addresses of corporations for the customer to write to 
in order to solicit financial backing. 

Over a decade ago, our Section of the ABA identified a need for and recommended 
federal regulatory actions to curb these practices. A number of those recommended 
actions parallel provisions of title I, and mclude: (1) a requirement that all contracts 
for invention promotion services be in writing; (2) a "cooling off period between re- 
ceipt of the contract by the customer and any required pavment under the contract; 
(3) mandatory contract provisions spelling out services to be provided, a time sched- 
ule for the performance of such services, and a listing of the names and addresses 
of persons and firms who will be providing services under the contract; and (4) a 
requirement that the invention promotion service provider deliver a written quar- 
terly report to the customer, spelling out services already performed and services 
to be performed, a fiill accounting of money paid by the customer under the inven- 
tion promotion contract, and the name and address of every person or entity to 
whom the subject matter of the contract has been disclosed, the reason for such dis- 
closure, and copies of all responses received as a result of such disclosures. 

We also recommend the enactment of legislation creating a civil cause of action 
against an investment promotion company that fails to disclose or misrepresents its 
success rate or its favorable evaluation rate. Success rate refers to the percentage 
of customers whose benefits from the company's services exceed money paid out to 
the company. Evaluation rate refers to the percentage of potential customers whose 
inventions received a favorable evaluation. 

Title I specifically requires such disclosures, and creates a new cause of action 
which includes remedies for persons injured by a failure to make such disclosures. 

Thus, title I contains a number of specific features endorsed by the Intellectual 
Property Law Section of the American Bar Association. We believe that the system 
of accountability through mandatory contract, disclosure, and reporting require- 
ments contained in the Bill is the right approach. We also bislieve that these require- 
ments must be backed up with authority for private enforcement through civil rem- 
edies for customers injured by violations of the bill's requirements. 

In this regard, we believe that the provision for recovery of damages—actual or 
statutory—when the injury results from failure to disclose the company's favorable 
report rate or its customers' success rate, is a key feature of the bill. 

At the same time, we believe that you were wise to authorize a cause of action 
for other violations of the regulatory scheme. Experience in states which have simi- 
lar disclosure requirements, or where the Federal Trade Commission has reouired 
such reporting, indicates that fraudulent invention promotion companies are able to 
neutralize negative success rates by false and fraudulent representation of the "spe- 
cial" merit of the invention in question, or of the extraordinary services to be ren- 
dered. 

Title I authorizes recovery for injury due to other violations of the statute and 
regulatory scheme, such as failure to give the customer progress reports on exactly 
what services have been provided and will be provided. We believe this is appro- 
priate, as is the provision for recovery for iiyury caused by "any material false or 
n-audulent statement, representation, or omission of material fact, by an invention 
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promoter. . . " (regardless of whether that false or fraudulent conduct violates a spe- 
cific provision of Uie regulatory scheme). 

Proposed new section 56 (b) of title 35 authorizes the court to award reasonable 
attorneys' fees and to treble damage awards. The Section of Intellectual Property 
Law endorses trebling of such awards and the award of reasonable attorneys' fees. 

We believe that civil enforcement mechanisms, such as those called for in title I, 
provide the best prospect for discouraging and sanctioning the practices which in- 
spired the development of title I. Criminal enforcement, while possible and desirable 
in cases where criminal fraud can be proven, is unlikely to provide a sufficient num- 
ber of prosecutions to provide any meaningfiil deterrent. 

We also support proposed new section 59 of title 35, as added by section 102 of 
the bilL This section provides that existing State laws relating to invention pro- 
motion companies will not be preempted, unless provision therefor is specifically 
made. 

Not all states have adopted such laws, and problems of interstate enforcement 
support the need for federal legislation. However, state laws in many states provide 
valuable compliance and enforcement mechanisms, and you are wise to specifically 
provide that these laws are not preempted. 

The Section of Intellectual Property Law of the American Bar Association sup- 
ports the enactment of title I of the American Inventors Protection Act of 1999. 
Title 11-First to Invent Defense 

Title n of the American Inventors Protection Act of 1999—the First to Invent De- 
fense—is designed to create a defense against infringement charges for parties who 
have independently developed and used technology in the United States before a 
patent application was filed on that technology by another party. 

Legislation providing for rights to continue use of an invention based on prior do- 
mestic commercial activities has attracted support of other organizations. Partially 
in response to such support, the Section of Intellectual Property Law has continued 
to review the desirability of providing for prior use rights in a number of contexts, 
including the "first to invent defense" in this title. 

However, the Section of Intellectual Property Law does not favor the provision of 
such prior user rights based on prior commercial use by persons who elect not to 
disclose their inventions in exchange for limited term patent protection, but rather 
seek to protect their inventions by non-disclosure and reliance upon protection 
under State trade secrets laws. In accordance with this policy, we do not support 
the enactment of Title n of the Committee Print. 
TUle Ill-Patent Term Guarantee 

The Uruguay Round Agreements Act (URAA), enacted in December 1994 took a 
first m^or step in the direction of reforms which are retained and expanded in the 
American Inventors Protection Act of 1999. Section 532 of the URAA provides that 
patent terms are to be measured frova date of application, rather than date of 
issuance of the patents. In constructing the patent reform packap^e represented by 
the Committee Print, we applaud you, Mr. Chairman, for your efforts to retain this 
critical provision of Uie URAA. Retention of patent term measured finm filing, com- 
bined with the broader patent term extension provisions called for in title III of the 
American Inventors Protection Act is the proper approach. 

Until the enactment of section 532 of the URAA, which became effective on June 
8, 1995, the term of utility patents granted by the United States was 17 years, 
measured from the date of issuance by the U.S. Patent and Trademark Office. Sec- 
tion 532 changed this to provide a patent term of 20 years, which would still begin 
on date of issuance but would be measured from date of application for the patent 
by the inventor. As is readily apparent, the net effect of this change is to provide 
a longer term of patent protection for patents which are issued less tihan three years 
from application, and a shorter term for those which are pending for more than 
three years fix>m application to issuance. The averaige pendency period is consider- 
ablv less than three years, so most inventors will ei\]oy longer patent protection 
under the change. 

Title HI contains patent term extension provisions that are designed to address 
any inequities that might occur due to delayed issuance of patents under a term 
measured from filing. It is true that when patent term is measured from filing date, 
delay in the issuance of a patent is very costly to the applicant. Every day of delay 
reduces the term of patent protection, something that does not happen when patent 
term is measured fi^m issuance. The vast mtgority of inventors will still come out 
ahead, since their patents will be issued well before the axpiration of three yean 
from application. 
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However, there is no doubt that there will be situations in which, throuefa no fault 
of the appUcant, processing is unreasonably delayed and drags out beyond the three 
year point where the application becomes a net loser under the change made in the 
URAA. An obvious example of this would be if the PTO negligently lost an appUca- 
tion and failed to process it. 

Title III is designed to address such delay through reasonable patent term exten- 
sion provisions. The URAA already provides for some such extensions, such as when 
a government secrecy order delays the issuance of a patent, or when an applicant 
loses valuable patent protection while successfully appealing a Patent and Trade- 
mark Office decision against patentability. Title HI would provide for longer terms 
of such extensions, as well as authorize patent term extension in circumstances in 
which the PTO has failed to meet specific statutorily set time limits for completing 
various actions in processing patent applications. 

We believe that case by case patent term extension for delays in the patent review 
process is the proper response tor circumstances in which unfair resulta occvir under 
a patent term measured from filing. Title III provides relief without throwii^ out 
all the benefits of a term measured fix>m filing. We support the enactment of title 
III. 
THtle IV— United States Publication of Patent Applications Published Abroad 

Early Publication 
In the United States, patent appUcations are held in confidence by the Patent and 

Trademark Office, and tneir contents are not made public unless and until a patent 
is issued pursuant to a particular application. This contrasts to the practice in al- 
most all tne rest of the world, where patent applications are typically made public 
18 months afler the original filing date. 

The Intellectual Property Law Section of the ABA favors changing U.S. law to 
Srovide for such early publication of patent applications, while providing a proce- 
ure to maintain trade secrecy if the applicant desires after receiving a first office 

action. 
Early publication of patent applications is another way of saying that the contents 

of U.S. patent applications are to be disclosed to the public before the inventor re- 
ceives a patent on his or her invention. Opponents of such disclosure fu-gue that 
such forced disclosure is an open invitation for competitors of U.S. patent applicants 
to steal their inventions. 

This argument has some surface appeal. After all, early publication means that 
patent applications, including details of how to make the invention in question, are 
thrown open to anyone who wants to see them. Furthermore, early publication, by 
definition, means that this event occurs before the inventor receives a patent or can 
be sure that one is forthcoming. 

Foreign inventors file almost half the patent applications filed in the United 
States. A substantial number of domestic applicants are U.S. multi-national cor- 
porations that routinely file abroad. Add the many appUcations filed by small busi- 
nesses and others who also file fibroad, and it is clear that a substantial m^gority 
of U.S. patent applications are filed abroad as well as in the United States. 

Early publication would provide inventors and investors with information to help 
them make decisions at critical stages of invention development. For example, an 
inventor whose own publication date is imminent can take comfort in the knowledge 
that no other applications have been opened which establish prioritv rights in an- 
other pending application. If such priority does appear to be established, the inven- 
tor may then be able to abandon his or her own application and take advantage of 
other strategies which may still be available, such as trade secret protection. One 
of the concerns which has delayed progress on this legislation is the concern that 
many patent applications will be published before the applicant is able to determine 
if the application is likely to lead to a patent. When these concerns were expressed 
regarding the provisions of H.R. 400, Chairman Coble and other proponents of the 
legislation expressed a willingness to amend the bill to address these concerns. The 
biU was amended to allow applicants to delay publication until after a first office 
action in the PTO, and, later, until after a second office action. Despite these gener- 
ous exceptions, an amendment was adopted during House consideration of H.R. 400 
which provided that SiS a general rule patent applications by independent inventors, 
small businesses, and universities will not be published unless the applicant so re- 
quests. These applications could be published if the applicant also files abroad and 
is published abroad, or if the applicant engages in conduct designed to delay timely 
processing of the appUcation. When the Senate counterpart bill, S. 507, was re- 
ported in the Senate, it contained similar limitations regarding publication of appU- 
cations not filed abroad. 
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Lake S. 507 as reported in the Senate, title IV of the American Inventors Protec- 
tion Act permits all applicants not filing abroad, rather than only "small entity" ap- 
plicants, to prevent involuntary publication. It also contains a provision similar to 
S. 607 as reported, providing for the issuance of patents on claim in published appli- 
cations as they are approved, while the remaining claims continue to be prosecuted. 

With the inclusion of provisional rights as provide for in section 404 of the bill, 
the Section of Intellectual Property Law continues to support legislation to provide 
for early publication of patent applications, as called for in title IV. We would prefer, 
however, that appUcations filed only in the United States not be excepted fi-om pub- 
lication. 

Provisional Royalties 
Under present U.S. law, the right to sue for infiingement of a patent or to de- 

mand royalty payments for use of the patented invention does not attach until a 
patent is issued. The Intellectual Property Law Section of the ABA believes that 
publication of patent applications in advance of the issuance of patents must be ac- 
companied by a grant of rights to the applicant to obtain compensation fi-om anyone 
who makes, uses, sells, offers for sale, or imports the invention between the time 
the appUcation is published and the patent is issued. For the Intellectual Property 
Law Section, establishing such provisional rights is both a necessary condition for 
supporting early publication and Em additional reason for doing so, the latter be- 
cause it provides protection for inventors where none exists today. 
Title V—Patent Litigation Reduction Act 

Issues regarding patent reexamination and reissue, and the role that third party 
participants should play in such proceedings, have frequently had the attention of 
the patent community, the PTO, and the Congress for more than 20 years. 

In 1977, the PTO instituted rules, known as the "Dann amendments", permitting 
"no defects" reissue patent appUcations to be filed by patent owners. Under these 
rules, third parties could intervene as protestors in the proceedings to consider the 
reissue appUcation. 

Many practitioners felt that, under the Dann amendments, third party interve- 
nors abused the reissue process. In this regard, our Section, then known as the Sec- 
tion of Patent, Trademark and Copyright Law, adopted a poUcy calUng for the aboU- 
tion of the Dann amendments, llie Dann amendments were aboUshed, and the 
present statutory reexamination provisions (35 U.S.C. 301-307) went into effect 
July 1, 198 1. 
Objectives of Present Reexamination Statutes 

In approving these reexamination provisions, the House Committee on the Judici- 
ary articulated the following purpose of the legislation: 

"This new procedure wiU permit any party to petition the patent office to review 
the efficacy of a patent, subsequent to its issuance, on the basis of new information 
about preexisting technology which may have escaped review at the time of the ini- 
tial examination of the patent appUcation. Reexamination will permit efficient reso- 
lution of questions about the vaUdity of issued patents without recourse to expensive 
and lengthy infiingement litigation. This, in turn, will promote industrial innova- 
tion by {tssuring the kind of certainty about patent vaUdity which is a necessary in- 
gredient of sound investment decisions." House Report No. 96-1307(1), to accom- 
pany H.R. 6933, (hereafter referred to as the "House Report") at pages 3-4.) 

Your Committee report elaborated further on the objective of reexamination as a 
means to reduce Utigation and the resultant delay and expense: 

"The cost incurred in defensive patent Utigation sometimes reaches $250,000 for 
each party, an impossible burden for many smaUer firms. The result is a 
chUling effect on those businesses and independent inventors who have repeat- 
edly demonstrated their ability to successfully innovate and develop new prod- 
ucts. A new patent reexamination procedure is needed to permit the owner of 
a patent to have the validity of his patent tested in the Patent office where the 
most expert opinions exist and at a much-reduced cost. Patent office reexamina- 
tion wiU greatly reduce, if not end, the threat of legal costs being used to 'black- 
mail' such holders into aUowing patent infi^gements or being forced to license 
their patents for nominal fees." (House Report, page 4). 

The costs today are considerably hi^er than the $250,000 mentioned in the Re- 
port. 
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Shortcomings of Present Law 
Experience since the enactment of sections 301-307 seems to indicate that the 

Committee's laudable objective that reexamination serve as a speedier, less costly 
substitute for litigation has not been achieved, at least not to the extent hoped for. 

The Committee Report indicates that, at the time the 1981 legislation was en- 
acted, the pro expected approximately 2000 reexamination cases per year. 

In fact, in the 13 years following the July 1, 1981 effective date of section 301- 
307, a total of only 3482 requests for reexamination were received by the PTO. 
Third psirty requesters made fifty-five percent of these requests. 

We believe that the use of reexamination by third party requesters has been lim- 
ited by the inability of third party requesters to participate significantly in the reex- 
amination prosecution. 

Under the current procedure, a third party requester files, as part of its request 
for reexamination, reasons that it believes support reexamination. Section 303 pro- 
vides that the Commissioner then has three months within which to determine if 
"a substantial new question of patentability affecting any claim of the patent is 
raised by the request". 

If such a determination is made, the Commissioner must order reexamination and 
allow the patent owner at least two months to file a statement in response. If, and 
only if, the patent owner files such a statement, the third party requester has one, 
and only one, opportiinity to be heard. 

Many patent owners forego their right to comment on the order of reexamination 
thereby denying third party protestors even that one opportunity to reply. 

Increased Participation by Third Party Requesters 
As early as 1985, our Section identified this very limited role for third party re- 

questers as a deficiency in the present reexamination statutes and procedures. At 
that time, we called for legislation to provide a greater degree of participation by 
third-parly requestors in reexamination proceedings. We specifically recommended 
that this greater participation include a privilege of responding one time to each re- 
sponse by the patent owner to an official action. 

In 1993, we adopted a policy favoring consolidation of the order for reexamination 
and first office action. At the same time, we favored allowing a third party requester 
to submit written comments, within strict time deadhnes, on the patient owner's re- 
sponse to the first office action. We recommended limiting the scope of such com- 
ments to issues covered by the office action and the patent owner's response. 

Title V of the draft biU goes a long way toward achieving these objectives. Consoli- 
dation is permissive under the bill rather than mandatory, but the PTO has indi- 
cated that it expects that consolidation will occur in the vast majority of cases. 

The bill would edlow third party requesters to comment upon any patent owner 
response filed to any PTO office action on the merits. This would be limited to one 
time only written comments within 30 days from the date of service of the patent 
owner's response. Third party comments would be limited to issues covered by the 
Office action or the patent owner's response. 

The Section of Intellectual Property Law believes that these changes are impor- 
tant and beneficial. Under current law, once reexamination is ordered, the proceed- 
ings become essentially ex parte between the examiner and the patent owner. The 
only opportunity for third party participation other than filing an original request 
occurs if the patent owner elects to respond to the order of reexamination. TTiere 
is no opportunity to comment on any other office actions during the course of reex- 
amination. 

This inability to be heard throughout the reexamination process, coupled with a 
belief that courts and juries are more likely to uphold the validity of a reexamined 
patent, often leads potential third requesters to argue patentability in front of a 
judge or jury, rather than in a reexamination proceeding. 

Our section has for many years favored modifying reexamination statutes and 
procedures to address these disincentives to utilization of reexamination as an alter- 
native to litigation. We beUeve that title V, the Patent Litigation Reduction Act, ad- 
dresses these concerns in a positive way, and holds out real hope that the expecta- 
tions expressed in the Committee Report in 1980 might be realized. 

The bill amends section 304 to eliminate the patent owner's privilege of filing a 
statement in response to the reexamination order. Since no such statement is al- 
lowed, the bUl removes the strategic advantage that the patent owner now has to 
submit a statement when it is to his or her advantage to do so, but forego a state- 
ment when the patent owner feels it is more advantageous to deny a privilege of 
response by the third party. 
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Compliance with Section 112 

As originally considered in the 104th and 105th Congresses, the provisions now 
found in title V included provisions which would expand the scope of reezamination 
to include the requirements of 3 5 U. S. C. 112, except for the best mode require- 
ment. We favor such an expansion, and regret the fact that you have found it nec- 
essary to eliminate this provision. 

Preventing Two Bites at the Same Apple 
Title V adds a new section 308 to title 35. Proposed section 308 (b) is designed 

to prevent a losing party in infringement litigation from "relitigating^ its assertion 
of the invalidity of patent claim by filing a third party request for reexamination 
with the pro. 

The Intellectual Property Law Section supports this provision, which is consistent 
with a policy position that we adopted in 1993. 

Third Party Participation in Examiner Interviews 
Our Section also supports a requirement that, under controlled conditions, third 

party requesters be permitted to participate in any examiner interview initiated by 
the patent owner or by the examiner in reexamination proceedings. 

Title V was first proposed to the Congress by the Department of Commerce during 
the 103rd Congress. The "Statement of Purpose and Need" accompanying the 
Speaker letter which transmitted the proposed bill to the Congress addressed the 
question of such third party participation in examiner interviews. The Statement 
noted that, while no statutory provisions exist or were proposed in the Administra- 
tion draft bill in this regard, the Office has the authority to provide for such partici- 
pation by rule making. 

The Statement of Purpose and Need concluded the discussion of this topic with 
the following observations: "Such interviews could be conducted under controlled 
conditions before the examiner and could include the participation of an additional, 
more senior. Office representative. Third-party requesters should not be permitted 
to initiate examiner interviews." 

We support these conditions of third party participation, which are virtually iden- 
tical to conditions called for in our 1993 policy statement. 

Accordingly, we recoromend that such third party requester participation be spe- 
cifically authorized by an amendment to the bill. We mrther recommend that the 
bill not permit third pftrty requesters to initiate interviews, and that a senior PTO 
official should join the examiner in conducting the interview. 

Appellate Rights 
As a further incentive to utilization of reexamination, H.R. 1732 would provide 

third party requesters with appeal rights parallel to those provided to patent own- 
ers, both to ^e Board and to the Federal Circuit. Review oy way of a civil action 
under 35 U.S.C. 145 is not provided for. 

If these appeal rights are exercised, the third party is then estopped from later 
asserting, in any other forum, the invalidity of any claim determined to be patent- 
able on appeal on any ground which the third party raised or could have raised in 
reexamination. This is to add finality to reexamination when the third party appeals 
or participates in £in appeal. The Intellectual Property Law Section of the ABA rec- 
ognizes the importance of issues of appeal rights in the overall proposal to reform 
laws and procedures governing patent reexamination, and we support the reforms 
proposed in title V. 
Title VI-Patent and Trademark Office 

As early aa 1980, the American Bar Association adopted a policy favoring legisla- 
tion to give the Patent and Trademark Office separate agency status outside the De- 
partment of Commerce. At that time, a bill (H.R. 6933, 96th Congress) to accomplish 
that result was reported by the House Judiciary Committee. The House did not act 
on the bill, and it never became law. 

Since 1980, the case for greater operating independence on the part of the PTO 
has grown even stronger. In the 1980'8, we saw a movement toward first partial, 
and later fUl, funding of the PTO through user fees. We in the ABA did not favor 
the elimination of all public funding for the PTO. However, it has become a reality, 
one that is unlikely to be reversed in the foreseeable future. 

The fact that the PTO is now funded entirely by user fees is a development that 
argues most strongly in favor of restructuring the PTO to give it more operational 
independence. 

Fifty years ago, with the enactment of the Government Corporation Control Act 
of 1945, Congress recognized that traditional governmental control systems, includ- 
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ing budget, personnel, financial management, and procurement systems, are not 
suitable for revenue producing and self-sustaining operations, such as the PTO. 

In its August 1995 report entitled "Incorporating the Patent and Trademark Of- 
fice", the National Academy of Public Administration (NAPA) identified established 
criteria for the use of government corporate structures. The Academy is a Congres- 
sionedly chartered, nonprofit, nonpartisan organization formed to assist governments 
at all levels to improve their efliaency and performance. 

According to NAPA's analysis, corporate structure is appropriate for government 
programs which are predominately of a business nature, are revenue prwiucing and 
self-sustaining or potentially self-sustaining, and involve a large number of trans- 
actions. These criteria are found in the Government Corporation Control Act of 
1945, were articulated in President Truman's 1948 Budget Message, and were re- 
afiirmed by the First Hoover Commission in 1949 and by NAPA's own 1981 Report 
on Gk)vemment Corporations. 

We agree with NAPA's conclusion that the PTO meets the basic tests of these cri- 
teria. In fact, the Academy's report four years ago represents the third NAPA report 
recommending corporate status for the FTO. The earlier reports were issued in 1985 
and 1989, before the PTO had become fully funded by user fees. 

There are a ntmiber of concrete examples of the benefits of corporate structure, 
or similar restructuring of the PTO, to be found in recent history of the Office. 

Early in President Clinton's first term, the present Administration mandated that 
virtually all executive branch agencies reduce their number of employees by a cer- 
tain more or less arbitrary percentage. The PTO was included in this mandate to 
reduce FTE's, or "full time equivalent" employment levels. This is a prime example 
of circumstances in which rules that may make sense for t}rpical government agen- 
cies make little or no sense for self-sustaming operations. 

From the point of view of providing necessary funding, the present structure of 
the PTO works pretty well-when it is allowed to work. As the workload increases 
through increased applications for patents and for registration of trademarks—and 
it has risen steadily and predictably in recent years—more employees are needed 
to handle the worldoad. However, since rising applications mean rising revenues, 
the process is self-correcting, and produces the needed additional revenue to sustain 
operations. The same would of course be true if service needs were to decrease: less 
revenue, but fewer staff needed. 

However, compliance with mandates for arbitrary across the board staff reduc- 
tions presents the PTO with the following dilemma: reduce services, even if demand 
and revenue to support the demand are rising, or provide the necessary services by 
devices such as contracting out services, almost inevitably at a higher unit cost for 
the services involved. 

From the point of view of government efficiency and economy, this obviously 
makes no sense. It also makes no sense from the point of view of fairness to the 
users who finance and sustain the patent and trademark operations. They likely 
will find themselves paying the same for reduced and inferior services, or will short- 
ly be called upon to pay even more in order to sustain the same level of services 
through less efficient, more costly mechanisms. We are pleased to note that title VI 
of the American Inventors Protection Act provides that the PTO would not be sub- 
ject to such administratively or statutorily imposed limitations on positions or per- 
sonnel. 

Earher, our statement made reference to a long standing American Bar Associa- 
tion polJQ' favoring independent status for the PTO outside the Department of Com- 
merce. The Section of Intellectual Property Law has favored providing this inde- 
pendence by restructuring the PTO as a government corporation, and that the new 
organization should be headed by a person vrith considerable experience in patent 
and trademark law, appointed for a term of years by the President, with the advice 
and consent of the Senate. The corporation should have a board of directors, includ- 
ing members from the private sector with experience in patent and trademark law, 
should have a CEO who is the chief spokesperson for the United States on patent 
and trademark matters, and have operating and financial flexibility similar to that 
of a private corporation. 

A central issue concerning restructiuing the PTO is the degree of independence 
which the organization and its leadership will be permitted to exercise under the 
new structure. Differences between the Administration and Congressional sponsors 
of this legislation in the previous two Congresses were never totally resolved. Dif- 
ficulty in resolving these differences delayed final action on the legislation, and this 
delay was perhaps responsible for the fact that the legislation was not enacted. 

The Intellectual Property Law Section of the ABA supports a structxire under 
which both responsibility and accountability are focused on the person heading the 
restructured PTO. We beUeve that the PTO should be outside the Department of 
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Commerce, as called for in your Committee's predecessor bills, H.R. 1659 and H.R. 
400. Our preference is for total separation from the Department of Commerce. We 
recognize, however, that under any and all structures, the PTO will remain a part 
of the executive branch government, and subject to policy direction from the P*re8i- 
dent. We also understand that the Congress and/or the President may decide that, 
whether organized as a government corporation, as provided for in H.R. 400, or as 
an independent agency, as called for in your new bill, the PTO should be subject 
to general policy direction not only from the President, but from another officer of 
the government, such as a cabinet Secretary. 

Title VI of the American Inventors Protection Act provides for such a structure. 
Althou^ outside the Department of Commerce Can independent agency of the 
United States, separate from any department of the United States"), the corporation 
would be "under the policy direction of the Secretary of Commerce." Significantly, 
the bill also provides that "for puiposes of internal management, the United States 
Patent and Trademark Office shall not be subject to direction or supervision by any 
department of the United States, except as otherwise provided in this title." We con- 
siaer this provision to be one intended to establish operational independence of the 
Office from Department of Commerce supervision, as well as an underscoring of 
Congressional intent that "policy direction frt>m the Secretary" means just that, and 
only that. It does not constitute authority for intervention and supervision by subor- 
dinate units of the Department. 

We find this to be an acceptable and workable resolution of the governance issues, 
and we support enactment of title VI of the Committee Print of the bill. 

H.R. 1225 

The Intellectual Property Law Section of the ABA strongly opposes the diversion 
of user fee revenue paid to the PTO to fund other programs, or otherwise withheld 
from use to ftmd the operations of the PTO. Because we s*.'x>ngly oppose such prac- 
tices, we also strongly support all the provisions of H.R. 1225, Chairman Coble's bill 
to authorize funding for the PTO for fiscal year 2000. H.R. 1225 would make avail- 
able for PTO use in fiscal year 2000 some $116 million expected to be carried over 
fit>m FY 1999 fee collections, and would make available to the PTO all fee revenue 
collected in FY 2000. Finally, to complete its assault upon misuse of PTO user fees, 
H.R. 1225 would statutorily prohibit the imposition of an additional patent and 
trademark fee surcharge which was proposed in the President's budget proposal for 
funding the PTO in FY 2000. 

The Subcommittee on Courts and Intellectual Property played a lead role in curb- 
ing abuse of PTO user fee revenue in the 105t" Congress. By refusing to authorize 
a fee structure to the extent the revenue to be raised was earmarked for diversion, 
you not only saved the PTO's customers $50 million in excessive fees, but you drew 
a line in the sand to deter future transgressions. We beUeve that the strong position 
you adopted at that time was instrumental in producing the much more responsible 
proposal found in the President's budget proposal for the PTO for FY 2000, as com- 
pared to that of the previous two years. 'This year no diversion or rescission of PTO 
fee revenue is proposed, and, for the first time, the annual representation that funds 
carried over from the previous fiscal year will be made available in the new fiscal 
year is actually scheduled for implementation. While battles have been won, the war 
is by no means over. The President's proposal still calls for rolling over a substantial 
portion of user fees to be collected in FY 2000 into FY 2001, creating the potential 
for fiiture mischief regarding these funds. It also proposes the imposition ot stUl an- 
other surcharge to pay for allegedly imfiinded expenditures, despite the fact of a 
large surplus m fee collections above authorized expenditures. Both of these poten- 
tials for nirther misuse of PTO fee collections are addressed in H.R. 1225, and the 
Section of Intellectual Property Law strongly supports its enactment. 

PREPARED STATEMENT OF THE INTERNATIONAL TRADEMARK ASSOCIATION 

INTRODUCTION 

Chairman Rogers, Ranking Member Mollohan, and Members of the Subcommit- 
tee: 

The International Trademark Association (INTA) is pleased to submit a statement 
in support of the Clinton Administration's proposed appropriation for the United 
States Patent and Trademark Office (USPTO) in Fiscal Year (FY) 2000. In our opin- 
ion, all of the monies contained in the proposed $922 million operating budget are 
essential for the Agency to carry out its designated functions, meet the needs of its 
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customers (patent and trademark owners), improve the quality of examinations, and 
plan for a future that is steeped in technology and global competition. 

We ask that Congress approve the President's request without amendment or di- 
version of funds to other government agencies and ensure that the USPTO receives 
all of the money it requires to satisfy the ambitious, worthwhile, and necessary 
agenda laid out by the Agency's leadership. In particular, we commend Acting Com- 
missioner of Patents and Trademarks Q. Todd Dickinson and his staff for recogniz- 
ing the value of America's intellectual property and the need to provide customers 
of the USPTO with prompt and efficient service of the highest quality. 

ABOUT INTA 

INTA is a 120-year-old not-for-profit membership organization. Since its founding 
in 1878, membership has grown from 17 New York-based manufacturers to approxi- 
mately 3,700 members from the United States and 119 additional countries. 

Membership in INTA is open to trademark owners and those who serve trade- 
mark owners. Its members are corporations, advertising agencies, professional and 
trade associations, and law firms practicing trademark law. INTA's membership is 
diverse, crossing all industry lines and spanning a broad range of nmnufacturing, 
retail and service operations. All of INTA's members, regardless of their size or level 
or international scope, share a common interest in trademarks and a recognition of 
the importance of trademarks to their owners, to the general public, and to the 
economy of the United States and the global marketplace. 

THE USPTO—A SELF-FUNDED AGENCY 

The USPTO is an agency within the Department of Commerce (DoC) which has 
two statutory functions: (1) processing patent applications and disseminating patent 
information; and (2) registering trademarks and disseminating trademark informa- 
tion.' In carrying out these basic, yet essential, commercial fiinctions, the USPTO 
promotes economic growth, consiuner confidence, product safety, creativity, £md in- 
novation. On the world stage, the Agency has been instrumental in helping America 
secure a leadership role in the global marketplace through trade agreements and 
international treaties for the protection of intellectual property. 

In the discussion concerning monies appropriated to the USPTO, it is important 
to remember that the Agency attends to its responsibilities without the assistance 
of a single penny of taxpayer money.^ This has been true since the passage of the 
Omnibus Budget Reconciliation Act (OBRA) of 1990.'' The money used to support 
operations, poucy development, and long-range planning of the USPTO is provided 
solely by patent and trademeirk owners seeking the registration and maintenance 
of their intellectual property. The nature of this funding mechanism requires that 
the USPTO be operated in the same manner as a private sector business: reinvest- 
ing a significant portion of the money it makes in new ideas and technology in order 
to remain competitive, maintaining a "nest egg" in case of emergencies, and provid- 
ing customers with quality service—essentially giving them "the most bang for their 
buck." 

GOALS FOR THE USPTO —FY 2000 AND BEYOND 

Success as a corporate-like entity cannot be achieved unless there are goals estab- 
lished and a plan by which those goals can be realized. Without a blueprint, there 
is an increased likelihood that funds raised through user-fees will be squandered or 
cttrelessly spent. INTA is pleased by the USPTO's development and planned imple- 
mentation of goals which we believe are essential to furthering the cultivation of 
America's intellectual property infrastructure and to maintain this Nation's position 
in the global marketplace. 

In particular, we are encouraged by the Agency's renewed commitment to "imple- 
ment an integrated, agency-wide quality improvement program to satisfy customer 
needs."* For trademarks, the USPTO acknowledges that it will expand its invest- 
ment in new technology designed to improve searches and work with trademark 

' United States, U.S. Patent and Trademark Office, Setting the Course for the Future: A Patent 
and Trademark Office Review-Fiscal Year 1995 (Washington, USPTO, 1996) 4. 

* United States, General Accounting Office, Intettectua! Property: Fees Are Not Always Com- 
mensurate With the Costs of Services (Washington: GAO, May, 1997) 32. 

3 Public Law 101-508, 104 SUt. 1388 (November 5, 1990). 
•United States, U.S. Patent and Trademark Office, Fiscal Year 2000 Cornorate Plan: Briefing 

for the International Trademark Association (Arlington, VA, February 16,1999) 11. 
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owners to "set and achieve" new standards of quality for examination of trademark 
applications.^ Specific examples of new uses of technology include: 

• Submission of trademark applications and all follow-up papers via the Inter- 
net. 

• Correspondence electronically with trademark attorneys during the prosecu- 
tion of their applications. 

• Timely and accurate reception of information related to changes in policies, 
processes, fees, etc.* 

These advances in technology will result in greater speed and more efficient ex- 
amination of trademark applications, a goal INTA has long advocated. The USPTO 
has committed to the trademark community to expend significant resources to 
achieve the following desirable results in FY 2002 or sooner: 

• A reduction in the time to mail filing notices to 14 days. 
• First action pendency rate of 3.0 months (FY 1998 = 7.2 months, Goal for FY 

1999 = 3.9 months). 
• Final notice of registration rate of 13 months (FY 1998 = 17.8 months. Goal 

for FY 1999 = 15.5 months). 
• Issuance of a Notices of Abandonment within 45 days of the date the file is 

abandoned. 
• Mailing of Certificates of Registration within seven days of registration. 
• Centralization of the change of address functions.'' 

There are other parts of the corporate pltm that are worth mentioning. Specifi- 
cally, the focus on customer/employee relations, another area which has been a 
cause for concern in the past. USPTO has committed to spend funds to improve 
trademark examiners' training (with an emphasis on matters of substantive trade- 
mark law) and communications with trademark applicants (for example, providing 
clear and concise answers to applicants and/or their counsel).* 

INTA believes the above listed goals are not only highly desirable, but also essen- 
tial. The trademark operations within USPTO have requested $109,312,000 to make 
these goals a reality.* Trademark owners endorse this particular aspect of the Agen- 
cy's request and urge Congress to allocate those funds. 

CARRYOVER FUNDS 

Finally, INTA notes the request that the USPTO be permitted to carryover funds 
amounting to $159.8 million, in anticipation of unforseen matters that result in 
higher than expected expenditures or reduced revenue in upcoming budgets. On the 
one hand, this can be seen as setting aside funds for the future—something which 
we wholeheartedly support. However, we must deal with the realities of "scoring," 
the congressional bookkeeping system (mandated by the Budget Enforcement Act) 
which states that legislated increases in direct spending or reductions in receipts 
in a functional category must be offset by other legislated reductions in direct 
spending or increases in receipts in that particular category.'" What "scoring" 
means for the USPTO is that as a practical matter "carryover" funds may be inac- 
cessible when the Agencjr's budget is incorporated into the larger functional category 
used by Congress. 

The resolution to this situation, in our opinion, properly lies with the authorizing 
committees for the USPTO, that is, the House and Senate Judiciary Committees. 
During this Congress, we intend to propose legislation that would address this 
issue. This would specify that the Agency could deposit and withdraw operating 
fiinds as needed (again within the limits set by Congress) without the obstacles cre- 
ated by the "scoring" process. It would also preserve the prerogatives of this Com- 
mittee to conduct oversight and establish funding levels for the agency. 

"USPTO, Fiscal Year 2000 Corporate Plan: Briefing for INTA, 11. 
«USPTO, Fiscal Year 2000 Corporate Plan: Briefing for INTA. 24 
•'Department of Commerce, FY 2000 Corporate Plan for the United States Patent an Trade- 

mark Office: Moving Into the 21st Century. Presidential Submission, February 3, 1999, 51; see 
also, USPTO, Fiscal Year 2000 Corporate Plan: Briefing for INTA, 27. 

8 DoC. FY 2000 Corporate Plan for USPTO. 51-52. 
9 DoC. FY 2000 Corporate Plan for USPTO, 53. 
•°The Budget Enforcement Act (BEIA) was first enacted in 1990 and extended in 1993 and 

1997. The 1997 extension can be found in H.R. 2015, Report #105-217, 105th Congress. 
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CONCLUSION 

INTA once again wishes to thank Members for this opportunity. We reiterate our 
support for the President's proposed appropriation for the USPTO in FY 2000 and 
urge that Congress approve it without amendment or diversion of funds. 

Put simply, in a time when America's ideas and creativity are competing on a 
scale never before experienced, the federal agency charged with protecting those as- 
sets must be equipped with the necessary resources, financial and otherwise, in 
order to carry out tnat very task. INTA will continue to work with the USPTO's 
leadership to ensure that the Agency meets its stated goals. We welcome Congress' 
partnersnip in this important effort. 

INTELLECTUAL PROPERTY OWNERS 
ASSOCIATION (IPO), 

Washington. DC, Apnl 28, 1999. 
Hon. HOWARD COBLE, Chairman, 
Subcommittee on Courts and Intellectual Property, 
Committee on the Judiciary, 
House of Representatives, Washington, DC. 

DEAR MR. CHAIRMAN: I am writing to comment further on IPO's support for Title 
in (patent extensions) in the Committee Print on Patent Reform, whicn I mentioned 
in my written statement prepared for the hearing held on March 25, 1999. I request 
that this letter be included in the hearing record along with my testimony. 

Title III of the Committee Print achieves the same objective as the patent exten- 
sion provisions in Title 11 of H.R. 400, which we strongly supported in the last Ojn- 
gress. The objective is to ensure that every diligent patent applicant will receive a 
term at least as long BB the 17 years available under the pre-1995 law. Title IH 
of the Committee Pnnt clarifies the patent extensions of H.R. 400 in several re- 
spects. 

Many of the problems caused by delays in the Patent and Trademark Office (PTO) 
could be solved without patent extensions if the FTO could grant every patent in 
less than three years after the application is filed. In practice, however, some appli- 
cations always will be delaved in the PTO for more than three years through no 
fault of the applicant. We believe improvements should be made in the efficiency 
of PTO operations in order to speed up processing and minimize the number of 
cases in which patent extensions are needed, but we also continue to believe patent 
extensions are absolutely necessary. We hope that provisions along the lines of Title 
in of the Committee Print will be included in any patent reform bill approved by 
the Subcommittee. 

Sincerely, 
NORMAN L. BALMER, President. 

GABRIEL P. KATONA, 
New York, NY, March 29,1999. 

Hon. HOWARD COBLE, Chairman, 
Subcommittee on Courts and Intellectual Property, 
Committee on the Judiciary, 
House of Representatives, Washington, DC. 

DEAR MR. CHAIRMAN: It is respectfully requested that my enclosed comments be 
considered in coimection with the Committee print of the proposed new patent Bill, 
and be made part of its official record. 

Respectfully submitted, 
GABRIEL P. KATONA. 

COMMENTS ON COMMITTEE PRINT OF COBLE PATENT BILL—MARCH 1999 

This House document which was rushed to a hearing in such an unseemly haste 
that it does not even have a BUI number, is practically devoid of any desirable con- 
tent. It is an exceedingly poor, and most unintelligent legislative proposed. It adds 
practically nothing useful or desirable to the existing Patent Act, and, therefore, 
should not be enacted. A number of small proposals of this bill are already in effect, 
and should not be restated, frequently in a less desirable manner as they are cur- 
rently in effect. It is regrettable that so much legislative churning is carried out in 
connection with such useless legislation, when there could be much more meaning- 
ful provisions considered and enacted (e.g. deferred prosecution) with a fi-action of 
the now wasted effort.. 
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We can very qitickly dispose of the very few desirable parts of this otherwise un- 
desirable proposal: 

(1) Changes from "Patent Office," to—Patent and Trademark Office;  
(2) Correcting an error in a previous statute, making the 12 month deadline of 

a provisional application, expire on the next working day; and 
(3) Providing some protection for inventors against exploitation by invention 

promoters, albeit in a deeply flawed manner, as shown next below. 
The Invention Promoting Services Proposal is deeply flawed, because it should be 

made applicable only to such "services" which require advance payment from inven- 
tors. There are very few, hardly smy, service providers who do not require up front 
fees, but are willing to satisfy tiiemselves entirely from the financial rewards of the 
invention, which they helped to bring about. The proposed, otherwise deservedly on- 
erous requirements of the current proposal will be counterproductive, because they 
will tend to scare away the anyway too few desirable kinds of invention promoters. 

The Prior Inventor Defense is illogical nonsense which would benefit only large 
companies which acquire rather than develop the technology that they use. It is also 
counterproductive and would produce a socially undesirable result. The purpose of 
the patent system is early disclosure of technological improvements, but instead the 
prior invention proposal would work to increase reliance on the socially undesirable 
trade secret system. This prior invention defense was embraced by the patent lobby 
for large industry (IPO), because of the benefits that it would provide for large busi- 
nesses which are generally not the best creators of new technology on the cutting 
edge. One individual champion of this immunity to infringement emphasized that 
the cost of patenting just for the purpose of preventing another from getting a pat- 
ent and excluding the initial inventor, is too high. That, however, is nonsense, be- 
cause a simple, and practically cost-free defensive publication can be used just as 
well for defensive purposes to prevent a later patent from issuing. 

Large industry kept its reason secret, for promoting the prior inventorship excep- 
tion. Their reason is that with minor exceptions, such as the pharmaceutical indus- 
try, the technologically most meaningful, cutting edge innovations traditionally 
originate from individual inventors and from small business entities. Incidentally, 
that was the reason for large industry embracing the legislative shortening of the 
patent term to 20 years from initial filing. When e.g. a small company would make 
an invention which it intends to keep secret, rather Uian to patent, would acquire 
under this proposal a legislative immunity against an infi-ingement suit, the patent 
owner on that invention may find that General Motors or another large company 
acquired the small company and the immunity from infringement licUyility along 
wiUi it, and with its huge voltime manufacturing would in short order render the 
patent worthless and put the company which bothered to get a patent, out of busi- 
ness. Hence the prior invention immunity proposal is an insidiously mischievous 
proposal. 

The Patent Term Guarantee proposal is a roundabout effort to deal with some of 
the evil consequences of the unwise change that was rammed down the throat of 
the American public by the recent change of patent term legislation to 20 years from 
filing. The entire legislative change that was dictatorially and unnecessarily pushed 
through without any considertion of its conseauences, through the TRIPS package, 
should be carefully and unemotionally reviewed and then legislatively reversed. 

The publication proposal is a genuinely senseless and wasteful idea. The proposal 
is to duplicate what foreign patent offices are already doing, and to publish patent 
applications that are also filed abroad, 18 months sAer their initial filing. Merely, 
because it is done in other countries, is not a sufficient reason for instituting sudi 
an unnecessanr procedure, the high extra costs of which are proposed to be put on 
the backs of the applicants, whose high financial patenting cost burden should be 
reduced, rather than increased. There are many other reasons for the senselessness 
of this publication proposal. 

The Patent Office maintains that the average period of pendency until issue of 
a patent application, is 21 months. In that case alone, it makes no sense to go to 
the extra effort and expense to publish the application an average of 3 months be- 
fore it is issued and published anyway. 

The current proposal is to publish 18 months later only appUcations that were 
also filed abroad. However, those applications are already today published at the 
end of those 18 month in those foreign countries in which they were filed. There 
is simply no reason for going to the cost and effort also to publish them in this coun- 
try, when any interested party can secvire them over tiie internet from any number 
of'^other countries. 
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The provisional recovery feature, for eventual damages on account of an early in- 
fiingement, is entirely meaningless, because claims hardly ever issue in the form 
in which they were 18 months after filing, rendering it impossible actually to re- 
cover damages for infringement of a claim that is pending in an application at an 
early stage. This provision is merely an invitation vastly to increase litigation, and 
associated costs. 

The proposal in Section 403 of the Committee print makes toii^er the current 
requirement for a certified copy of a foreign priority apphcation. This requirement 
for routinely filing a certified copy of the priority appucation just for claiming a 
piority, should be entirely eliminated, rather than made more strict, whereby the 
certified copy now has to be of the "original foreign application." Certified copies 
should be required only when there is an actual need to substantiate the right to 
an earlier clEumed priority. If, however, fro some now unknown reason the routine 
certified copy requirement is retained, it should be loosened, also to make acceptable 
a certified copy prepared by WIPO of a certified copy of the original foreign applica- 
tion, since such WIPO-certified copies are often already available within the PTO 
fixim international appUcations that designated the United States, and do not have 
to be separately acquired. 

The reexamination provisions, euphemistically referred to as "Patent Litigation 
Reduction Act," by enlareing the ri^t of third parties to participate in reex£unina- 
tion and appeals, would oe a vastlv counterproductive enactment. The reexamina- 
tion could under the proposal still be requested otdv on the basis of prior art, and 
only if it was not considered during prosecution. This would exclude references of 
record, which are with notorious frequency found to be inadequately considered dur- 
ing examination. The now proposed enlargement of the limited reexamination proc- 
ess would provide a forum for large companies to initiate, now even more vexatious 
and even more costly reexaminations, even if only on a specious basis, and throu^ 
the now to be made available all kinds of appeals, to tiy to wear out financiafly 
small companies and individual inventors, ana extend the ri^t of an infringer to 
continue infringing, and delay justice, even if the basis for sucn reexaminations still 
remains most Bmited. As we nave seen with the disastrous and discredited Dann 
Amendment reexaminations a few years ago, it has been amply established that the 
Patent and Trademark Office is not a suitable fonmi for such inter partes exercises. 

The patent fee increase for reviving unintentionally abandoned applications is 
unjustifiably increased, £ind the applicability of smadl entity discounts is proposed 
to DC eliminated. Such revivals impose practicidly no burden on the PTO, and their 
increased patenting cost burden on the pubUc is entirely unwarranted. 

T}it PTO reorganization proposals, into a neither fish nor fowl institution (which 
could also receive gifts fixim suposedly pubUc spirited large companies e.g. a PTO 
luxury booth to sports events?), were a pet project of the previous Commissioner, 
who wanted to create a cozy "policymaking" niche for himself in the Commerce De- 
partment, rather than to have to deal with the administrative details of the PTO. 
While there is no m^'or opposition to making the PTO an independent agency, much 
of the excess baggage of the current propose does not make sense. There is no need 
to continue the PTO under the meaningless "policy direction of the Secretary of 
Commerce," a department the RepubUcan Congressional m^ority vowed to abolish 
anyway. 

The feature of the propostJ that would legislatively compel maintaining the PTO 
"in the metropoliton Wasnington DC area" lacks any sense or reason. 

The proposal would enable the head of the PTO (to be dubbed "Director") to con- 
sult the General Services Administration (GSA), as he desires. The GrSA has been 
always a desirable check on the unbridled waste of many past Patent Commis- 
sioners, especially as far as the black hole for public funds existed in the PTO auto- 
mation area. The requirement that GSA continue to ride herd on PTO spending, 
should be retained. 

The Director's Bonus is proposed as up to 60% of his base salary, but not to exceed 
the President's compensation. The current bonus system in the PTO is a closely 
guarded secret, but no reason is seen to introduce such kind of private industry lar- 
gesse into federal executive compensation schemes. 

77i€ qualifications of members of the advisory committee (nothing like a board of 
directors) for the proposed new privatized PTO, specifies the required experience for 
the members, but does not include any with a background in patents or trademarks. 

Except as already indicated at the outset, the mishmash of "technical amend- 
ments comprising the voltuninous balance of the proposed bill, is entirely super- 
fluous. 

This proposal should not be enacted! 
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PREPARED STATEMENT OF HON. DUNCAN HUNTER, A REPRESENTATIVE IN CONGRESS 

FROM THE STATE OF CALIFORNIA 

Mr. Chairman, although I was unable to join you in person this afternoon to dis- 
cuss your recently released draft legislation, I want to thank you for the opportunity 
to suomit my comments for the record. As you know, I am cfeeply interested in the 
issue of patent reform and, like you Mr. Chairman, I am dedicated to passing legis- 
lation that will protect and strengthen our current patent system. 

I would like to take this opportunity to commend you on your work and interest 
in this very vital issue. Patents, though complicated, are a vital force in our econ- 
omy. New inventions and innovations in engineering, bio-technology and manufac- 
turing create jobs in America, while at the same time, secure our economic growth 
and prosperity in the future. Mr. Chairman, you have heard me say it in the past, 
but I will reiterate it again for the record: America is heavy on ideas, while many 
other countries are heavy on production. Our patent system has proven to be an in- 
credible incentive for our nations innovators. 

I appreciate your providing me with an advanced copy of your proposed legisla- 
tion, American Inventors Protection Act." While I have not had an opportunity to 
thorou^y examine the draft bUl, I was pleased to note several sections of the legis- 
lation where we agree and I am hopeful that we can work together to reconcile the 
areas where there are still some differences. 

Specifically, I would like to indicate my support for converting the PTO to an 
independent agency with all of its employees retaining all the ri^its and protections 
of federal employees. In addition, I was pleased to see several PTO reforms that I 
advocated in my legislation last year, H.R. 812, put forth in your draft. One of the 
most important of these policies is lifting the FITE (fiiU-time employee) cap off the 
office, which should empower the agency to meet the heavy demands placed on the 
office. Further, increased examiner training and incentive packages to keep senior 
examiners in the office will help make the PTO more efficient and ensure quality 
patent issuance. Finally, I support retaining all fees paid by patent applicants and 
Holders within the office. I have long shared your opposition to what amounts to a 
tax on innovation and I look forward to its eUmination. 

I am concerned, however, that imder this draft of the bill, the PTO would be ex- 
empt from many federal rules and regulations, particularly in the arena of procure- 
ment. I largely agree with assertions made that federal procurement regulations are 
often burdensome and cause delays in purchasing, thereby adding to the cost of gov- 
ernment. While I would be supportive of a bill that sought to reform our current 
federal procurement laws, I hesitate to exempt just one agency, peirticularly one 
that would be newly independent, from these legislatively enacted procurement 
laws. 

In examining other sections of the draft legislation, I welcome the effort made to 
protect small inventors who do not wish to have their patent published. As you 
know, I feel very strongly that the integrity of our system would have been com- 
promised if we had changed our policy to incorporate 18 month publication of patent 
appUcations. I would Uke to see additional language added to your draft that would 
dictate the publication to encompass only the information that was published else- 
where. As you know, the scope of what is pubUshed varies considerahly ft^m coun- 
try to country. I don't want to see U.S. individuals and companies discriminated 
against because we published their U.S. patent appUcation which tends to include 
more information than other countries require. 

The final issue I would like to touch on today is title 11, the First to Invent Prior 
American Innovators Continued Use Defense. Mr. Chairman, as much as I appre- 
ciate your effort to limit this defense to processes and end use, I must remain ada- 
mantly opposed to this title. The Constitution provides for writers and authors to 
receive, for a limited time, "exclusive right to their respective writings and discov- 
eries." This was important to the foundmg fathers because they saw this guarantee 
of exclusivity as a means of informing the public of new innovations. As a result, 
a patent, and the exclusive right that accompanies it, is basically an incentive to 
share your idea and/or invention with the puoUc. If we start giving inventors who 
choose not to benefit the public with the same protections as those who apply for 
a patent that will ultimately benefit the public, tnen we have largely eliminated the 
incentive of the system. For those who choose to keep their inventions as a trade 
secret, that is a aecision they have made and for which they are responsible. For 
that reason, I cannot support this provision of the draft legislation. 

Mr. Chairman, I want to reiterate my appreciation of your effort to work with me 
and my other colleagues who have an interest in this issue. I am very hopeful that 
by working together we will be able to pass patent reform that will address the lim- 
ited shortcomings of the current system, particularly in the arena of tenn protection. 
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and retain the overall integrity of our patent system. I am looking forward to meet- 
ing with you and other interested parties in the future to develop consenBus legisla- 
tion. 

Thank you, Mr. Chairman. 

NATIONAL ASSOCIATION OF 
MANXn^ACTUHERS (NAM), 

Washington, DC, April 5, 1999. 
Hon. HOWARD COBLE, Chairman, 
Subcommittee on Courts and Intellectual Property, 
Committee on the Judiciary, 
House of Representatives, Washington, DC. 

DEAR MR. CHAIRMAN: The National Association of Manufacturers (NAM), rep- 
resenting 14,000 member companies with 85 percent of America's manufacturing ca- 
pacity, wishes to submit the following comments for the record of the Subcommit- 
tee's March 25, 1999, hearing on patent reform and the reauthorization of the Pat- 
ent and Trademark 0£5ce. 

Mr. Chairman, the NAM appreciates your continuing efforts at comprehensive 
patent reform and assures you of its continuing support. We will limit our comments 
ux this letter to the question of instituting a statutory prior user defense. The NAM 
views this provision as vital to the success of the overall reform effort for numerous 
strong reasons. None of the objections raised by opponents stands up to scrutiny, 
and we encourage you to proceed confidently with this provision in a new reform 
bill. 

1. The Proposal Is Limited to a Patent "Grandfather Clause." Opponents of the 
reform legislation, having lost various other arguments against the reform package 
on the merits, evidently now seek to target the proposal to have the U.S. adopt the 
same kind of "grandfather clause" foimd in the patent laws of all other m^or na- 
tions. More properly characterized as a prior user defense, it would not constitute 
a general limitation on exercise of the exclusive rights that a patent confers. Rather, 
it would create only an affirmative defense limited to the specific defendant in a 
patent lawsuit. The party asserting the defense would bear the burden of proving 
that it did in fact earlier practice the technology in question.' The patent holder 
would still ei^joy plenary rights as against all other parties. Notably, this statutorr 
defense could onlv come into play after one party had been granted a patent, with 
its attendant public disclosure 

2. Today's Status Quo Burdens U.S. Industry With High Uncertainty and Competi- 
tive Disadvantage. Here are the kev aspects of toda/s status quo, in which the U.S. 
Patent Act makes no provision relative to the coexistence of trade secrecy with a 
newly issued patent where there is arguable overlap between the two: 

• AU other mtgor nations have adopted a prior user defense.^ 
• Where this defense does exist, it is rarely invoked.^ 
• Foreigners are awarded 46% of the new U.S. patents issued every year.* 
• Yet foreigners control only 11% of the new manufacturing capacity in the 

U.S.* 
• The U.S. suffers from a chronic trade deficit. 
• In the absence of statutory clarity, appropriate and mutually beneficial Ucens- 

ing is impeded both by the fears of potential defendants who try not to be 
discovered and the risk of invalidation faced by patent holders. 

3. Against This Background, Congress Has Only Three Options: 

> The proposal is framed with reference to provable earlier practice of a technology in question, 
and in so doing it sidesteps the kind of inquiry necessitated by an interference proceeding aa 
to which party was first to invent. It is reasonable to expect Uiat most of the time, the party 
that had the first demonstrable practice was also the first to invent in a more specific sense. 
There could be several different situations, including one in which a patent holder discovers a 
certain trade secret holder but not others. Successnd assertion of a prior user defense would 
not necessitate resolution of competing claims atiout who was first to invent. 

^ Keith Kupferschmid, "Prior User Rights: The Inventor's Lottery Ticket," American Intellec- 
tual Property Law Association Quarterly Journal, vol. 21:213 (no. 3 1993), pp. 212, 223. 

^Ibid. at 223-226. 
* Creating a Patent and Trademark System for the 21st Century: Patent and Trademark Offiee 

Review Fiscal Year 1997, pp. 87, 91. 
'Calculated with 1997 foreign direct investment capital inflow as the numerator and 1997 

new nonresidential fixed investment as the denominator; Bureau of Economic Analysis data. 
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• Continue the anachronistic existing provision under which patent holders 
coming later in time can sue earlier inventors, resulting in the severe depri- 
vation of continued unencumbered exercise of the earlier trade secret to its 
holder. 

• Conversely, legislate the invalidation of a patent when it is revealed that ear- 
lier technology exists. Patents must be novel, that is, truly first. This option, 
while harsh, is no more so than existing U.S. law allowing for the opposite 
result. Todav, it is possible for a U.S. court to reach the conclusion tnat a 
prior user wno is also a prior inventor can invalidate the patent. 

• "Grandfather" the existing trade secret holder as to his own internal use, and 
thereby balance the equities as all other m^or nations have done—the trade 
secret nolder can continue to practice internally, and the patent remains oth- 
erwise completely valid and enforceable. 

4. Instituting a Statutory Prior User Defense Will Bring Benefits to U.S. Industry. 
First, the new defense wul simply be fairer to the equities of both parties, as re- 
flected in the international consensus on this point, where neither party suffers a 
great toss and one only a small loss. Todav, the earlier practitioner suffers the se- 
vere deprivation of the use of technology he or she first invented and kept secret 
as a matter of valid business judgment. In the future, the new patent holder will 
lose only the right to sue that one party. The uniform experience of countries where 
the prior user right already does exist is that it is invoked infrequently. Thus, there 
is simply no reason to believe that the loss of royalties from one single party, in 
a $7-tnliion economy, would represent a Isarge diminution of economic opportunity. 

In 1994, universities, for example, collected about $240 miUion in patent licensing 
revenues; in 1995, about $260 tnillion. This amount increased sharply to $336 mil- 
lion in 1996.* This is all to the good: Everyone wants to see university-developed 
technology licensed, deployed, and used to improve business productivity. The pro- 
posed provision in question in no way blocks this positive trend; it only protects the 
earlier practitioner, whatever his identity, from payments to someone coming later. 
Any claim of appreciable loss to universities does not stand up in light of the experi- 
ence of other countries with a prior user right, nor to the explosive growth of univer- 
sity technology licensing. 

Second, the new defense will remove a self-imposed tactical disadvantage to U.S. 
firms stemming from the disparity in laws. Recall the asymmetry that 46 percent 
of U.S. patents go to foreigners but that only 11 percent of the manufacturing capac- 
ity is under direct foreign control. Thus, much of the time, a prior user right, if^ en- 
acted, would protect an American company, using technology it pioneered commer- 
cially, against a foreign party suing on the basis of a U.S. patent. U.S. industry now 
faces the serious prospect of being sued to shut down factory operations by foreign 
competitors. This is wny a prior user right is properly characterized as a protection 
for domestic manufacturing and the jobs that it creates. Meanwhile, that same for- 
eign competitor enjoys prior-use protection at home against any such assertion of 
a patent by a foreign, U.S. firm. 

At a time when U.S. semiconductor companies are locked in tough global competi- 
tion with Japanese firms, for example, can the U.S. afford such a self-imposed dis- 
advantage? Clearly not. The same logic holds for all other U.S. industries locked in 
global competition—automobiles, oil, aerospace, chemicals and pharmaceuticals, to 
name just a few. 

Third, the change will remove a miyor area of uncertainty in the law. The absence 
of a prior user defense conflicts with the concept of first to invent. The proposed 
provision will supersede the case law which questions whether a patent holder can 
truly enforce rights against another party that was provably the first to invent, or 
at least earlier to invent and practice. Without it, the possibility remains that a 
court can interpret the trade secret as "secret prior art" that invalidates the patent.' 
Thus, a prior user right affords reduced uncertainty and unfairness for both sides. 
The patent holder gains the certainty that his patent is valid for the entire economy 
save the proven earUer inventor; the trade secret holder gains the certainty of being 
able to practice his own technology internally. Today, the only guarantee from litiga- 
tion, if it goes all the way to a final judgment, is a harsh result: a death sentence 
for either the trade secret or the patent. 

Fourth, the change will promote productivity growth. One should not underesti- 
mate the contribution to productivity growth of the internal process technologies of 
manufacturers. Three years ago, the NAM's Board of Directors estimated that one- 

* "Royalties to Inventions Bring $336-Million to Top U.S. Research Universities," Chronicle of 
Higher Education. February 27, 1998. 

'^Ounlop Holdings Ltd. v. Ram Golf Corp., 524 F.2d 33, 168 USPQ 481 (7th Cir. 1976). 
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third of their future productivity growth would come from improvements in process 
technologies. 

5. A Prior User Defense Will Help Small Manufacturers. The Commerce Depart- 
ment coimts about 380,000 small manufacturers in the United States.* Last year, 
as part of its monthly series of Manufacturing Index surveys conducted with For- 
tune magazine, the NAM asked businesses whether they applied for patents and, 
if so, how much they were delayed in the process. Fully 46 percent of the small and 
medium companies said they did not apply for patents at all, as opposed to only 12 
percent of the large compames.^ That means that their technology portfolio consists 
entirely of secrets and hcenses from others. Therefore, we project that as many as 
175,000 small manufacturing firms have technology portfolios consisting of trade se- 
crets, supplemented by licenses from other firms. A prior user defense appUes to all 
these firms as much as to any large firm. 

Unavoidably, a small firm does not present as inviting a financial target as does 
a large one for a lawsuit with httle merit. That said, reducing the number of law- 
suits with little merit—no matter who the defendant may be—remains an entirely 
vaUd Congressional objective. Even aside fi-om equity for defendants, the presence 
of a high caseload slows down justice for everyone else. 

6. The Submarine Patent Assault on Bar Coding Illustrates the Value of a Prior 
User Defense. One single patent holder is turning around the familiar class action 
mode of thousands of plaintiffs suing one defendant. It brings the sole complaint 
against the use of bar coding by a huge class: most of U.S. inoustry. Bar coding has 
enabled the just-in-time revolution that has slashed inventoiy costs throughout the 
economy. It affords positive control of the entire supply chain, which benefits con- 
sumer by ensuring that products on retail shelves are fresh, and that recalls can 
be carried out, if necessary. 

Letters, sent out by the hundreds, refer to Ucensing technology "under favorable 
terms." llie attempt to collect royalties from hundreds of compamies for technology 
they have been using for many years would impose, in effect, a hidden excise tax 
throughout the entire economy for the use of bar coding. 

In tne last year alone, the Lemelson Foundation Psirtnership has pubUcly named 
115 companies as defendants—the "Phoenix 26" of July 3 1, 1998, and the Phoenix 
8 8" of February 26, 1999, in a pair of lawsuits filed in federal district court in Ari- 
zona, plus another case agEtinst a single company. To date, more than 200 goods- 
producing, taxpaying firms that provide real jobs have faced such strong threats of 
lawsuits for tens of millions of dollars in payments that they have chosen to settle 
out of court, typically for amounts in the single millions of dollars. Data from the 
NAM's Technology on the Factory Floor III report, moreover, show that two-thirds 
of plants with more than 100 employees use bar coding. 

The ori^nal patent application in question relating to "machine vision" was filed 
in 1954. The applicant took advantage of lenient rules in U.S. patent practice. 
Interlocked procedural motions prevented the patent office fi^m ever reaching any 
final dispositions of patents now in question until 1982 (meaning that the 1999 de- 
fendants are being snared in that patent's last year of life). Most of the patents in 
question did not issue until even later. 

These cases have strong pohcy implications. Congress wisely enacted a partial re- 
form of the Patent Act in 1994, ending the term of 17 years of patent protection 
as measured fi:x)m the day a patent is granted. That provision invited abuse in 
which an applicant could enjoy decades of trade secret protection and then 17 years 
of patent protection on top of that. The U.S. now follows the globally accepted prac- 
tice of 20 years measured from the date of application, such that manipulation of 
liie system reduces the apphcant's effective length of protection in the marketplace. 
Note, however, the patent office received a glut of filings in Jime 1995 just before 
the changeover became effective; many of these old-rule applications, now almost 
four years old, are still pending in unlimited secrecy. For example. Personalized 
Media Communications L.L.C. was just awarded a patent relating to pay-per-view 
television and the integration of Internet content into television programming. That 
firm also has more than 300 applications still pending as part of that glut, aU relat- 
ingto an original 1981 application. 

The 1994 reform did not go far enough. First, although more than 80 percent of 
patents receive a longer effective term of patent protection under the new system— 
18 or more years in me marketplace, as opposed to 17—applications that take more 

* Manufacturing Extension Program, www.mep.nist.gov. 
*The surveys use a definition of "small and medium" as 1,000 employees or less, as oppoeed 

to the more common Small Business Administration definition of "smaJl" as 500 employees or 
less. Presumably, however, the percentage for the subsegment of firms with 500 or fewer em- 
ployees would be even higher. 
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than three years to process can suffer. By far the most typiced case is a gene se- 
quence application from the biotech industry. Second, although the change in term 
reduces the incentive to game the system, the unlimited secrecy of the patent appli- 
cation process continues to provide the ability to do so. As in the antitrust context, 
it is the combination of ability and incentive to behave in an anticompetitive fashion 
that must be avoided. By contrast, the rest of the world follows the practice—accept- 
ed by aU parties there, and subject to no documented abuse—of publishing patent 
applications 18 months after they are filed. 

That the reform legislation has had to make a compromise on the discipline of 
18-month publication, such that U.S.-only filers will still have an ability to game 
the system,^ only makes institution of a statutory prior user defense all the more 
necessary. Admittedly, in the bar code cases, defendants will be unable to dem- 
onstrate any commercial practice earlier than 1954, and thus a prior user defense 
as proposed in the Committee Print csmnot be expected to make a difference in this 
instance. Nonetheless, the predicament faced by hundreds of companies shows how 
pertinent a prior user defense would be in cases where the delay is not of such se- 
vere length. 

Opponents of reform reiterate that the number of people who have misused the 
patent system is small. This is true but totally irrelevant. Each long-delayed "sub- 
marine" patent can cause great disruption. Aside from the current bar coding cases, 
one single patent issued in 1990 after 20 years of secrecy cost companies in the 
semiconductor industry about $70 million in payments. The total economic disrup- 
tion of all submarine patents in the last decade—adverse judgments, out-of-court 
settlements, legal defense costs—could reach $2 billion. 

7. The Rise of New Subject Areas Creates Challenges for the PTO and Upsets Ear- 
lier Prevailing Expectations. A prior user defense will be even more usenil in new 
subject areas such as biotechnology, software, and business methods than in more 
traditional subjects such as chemistry. Applications in young fields strain the exper- 
tise and resources of the PTO, inasmuch as much more of the pertinent prior art 
is found outside of previous, readily searched patents. Accordingly, it is simply easi- 
er for a search to miss relevant prior art, with the result of a questionable patent 
being issued. While this consideration strongly argues for an improved reexamina- 
tion procedure that will elicit increased voluntary use as an alternative to litigation, 
it also argues for a prior user defense. Moreover, when patentability in a new field 
is clarified, as with software and business methods,^" a prior user defense becomes 
especially compelling. The sharp rise in business method applications since the 
State Street Bank decision demonstrates that some parties had shied away from the 
expense of seeking a patent owing to the uncertainty that the subject matter would 
even be found acceptable. Such parties should not be penalized now, with loss of 
the right to practice their own technology, for a valid business judgment then. 

8. Trade Secrecy Remains a Vital Component of the Nation's Intellectual Property 
Portfolio, and the Proposal Would Improve the Interaction of Patents With Trade Se- 
crets. Trade secrets should not be aenigrated. Opponents of reform evidently see 
nothing wrong with a party being penalized for keeping a trade secret, notwith- 
standing the legitimate apprehension about undetectaole infiingement or the confis- 
catory foreign fees. To the contrary, trade secrets form an indispensable part of our 
intellectual property rights regime. In 1996, Congress created federal trade protec- 
tion for the first time ever in the Economic Espionage Act—a bill that passed the 
Senate by voice vote and the House by 399-3. Fundamentally, opponents mistake 
the aim of the provision, which is not so much to perfect patent law per se as to 
strengthen the overall regime for protecting U.S. industrial property, and thus the 
18.6 million U.S. jobs in domestic manufacturing, which competes unavoidably in 
global markets. 

Opponents postulate the circumstance of a U. S.-only patent holder losing the 
right to collect royalties from a multinational with a trade secret, while presenting 
no reason to believe that such a circumstance will be typical. Both logic and survey 
results point in the opposite direction. Unquestionably, the larger the company, the 
harder to keep a secret, and vice versa, ten people can keep a secret more easily 
than 10,000. lio larger companies, opportunities for disclosure multiply. The NAM's 
survey finding that 46 percent of smaller manufacturing companies do not seek pat- 
ents at all stands to reason. 

Even in the hypothetical case that opponents like to cite, the result under today's 
law is backwards as a matter of trade policy. In the face of unaffordable foreign pat- 
ent fees, some U.S. parties give up on the world market altogether, while others 
maintain secrets. Toaay, the law favors those who give up on exporting at the ex- 

•0 State Street Bank & Trust Co. v. Signature Financial Group, Inc., 149 Fed. 1368 (Fed. Cir. 
1998), cert, denied, U.S. (1999). 
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pense of those who do export. Yet ezportiiig yields one-third of U.S. economic 
growth; exporting firms compensate their workers 15 percent to 20% better than av- 
erage;" and the United States needs every last dollar of foreign revenue it can get. 
Congress should take this opportiinity to give a boost to the companies that face 
the rigors of the world market rather tiian giving up. 

9. Industry Strongly Prefers Patents Over Trade Secrets When Practicable. There 
is no reason to suspect that proponents of reform harbor some desire to keep more 
secrets and file for fewer patents. To the contrary, the increased threat of loss of 
a trade secret, under the increased economic espionage that prompted Congress to 
legislate, argues for patenting over secrecy. And the global eiforU of reform pro- 
ponents to cut excessive foreign patent fees are consistent only with a general pref- 
erence to take out patents over maintaining trade secrets. 

• Inventors are heavily disposed to take out patents on new technology in the 
first place. The patent law contains, in efifect, a highly successful buy-out offer 
to inventors inducing disclosure in return for enforceable rights as an alter- 
native to the risk of trying to keep a secret. A 1983 survey showed that indus- 
try apphes for patents on 67 percent to 83 percent of the eUgible technology 
that it develops. 12 

• Yet there remain compelling reasons for companies to keep some secrets. One 
is that the technology relates to factory-floor processes, the infringing use of 
which can be almost impossible to detect and to police from the outside, espe- 
cially abroad. Typically involved would be internal manufacturing or other in- 
dustrial technologies behind products shipped and sold—a kind of heat treat- 
ment, for exeunple, largely undetectable to the customer who sees only \he 
well-finished metal product. The recent report from the American Society for 
Industrial Seomty, Trends in Intellectual Property Loss, confirms that proc- 
ess technologies remain the primary target of industrial spies, along with 
R&D. The report estimates losses at up to $250 billion per year. 

• Another reason is the confiscatory, beggar-thy-neighbor fees from foreign pat- 
ent offices whose governments operate them as profit centers. Protection for 
the 50 largest countries costs about $500,000,^^ which is simply too expensive 
in many cases. Proponents of the legislation are working hard to change this 
adverse situation, including a conference at the International Chamber of 
Commerce in Paris last year. If successful, the lowered fees will make patent- 
ing more possible for everybody, provided that this private property ri^ht can 
be privately enforced. It can never be in a company's interest to publish fac- 
tory-floor process technology as part of obtaining a patent if that patent can- 
not be enforced. 

10. A Prior User Defense in Patents Will Be Just As Constitutional as Limitations 
in Copyrights. The charge of unconstitution£dity of a prior user defense fails both 
logic and experience. Under the power granted by the patent-cop3rright clause of the 
Constitution, Congress may choose to create stronger or weaker rights, or even none 
at all. Clause 1, 1, 8 creates no rights for any individual, only a power for Congress 
to exercise or not. It makes no sense to say that Congress can create stronger exclu- 
sive rights but is foreclosed from creating weaker nonexclusive rights, a less far- 
reaching act. This understanding is reflected in the doctrine of the "lesser included 
power." Acting thus. Congress has legislated multiple nonexclusive licenses in the 
Copyright Act. Since 1909, for example, composers and music publishers have 
lacked the power to exclude anyone from performing and recording their music: they 
get only a statutory royalty. No one is proposing any such general limitation of 
rights in the Patent Act. The proposed prior user right would constitute only a lim- 
ited, defendant-specific defense and not a general limitation on ri^ts of any de- 
scription. If a prior user defense is unconstitutional, then a fortiori the multiple 

"J. David-Richardson and Karin Rindal, Why Exports Matter More, pp. 11-12 (Washington, 
O.C.: Institute for International Economics and the Manufacturing Institute, 1996). 

'^ Edwin Mansfield, "Intellectual Property Rights, Technological Change, and Economic 
Growth," in Charts E. Walker and Mark A. Bloomfield, eds.. Intellectual Property Rights and 
Capital Formation in the Next Decade (New York: University Press of America, 1988), p. 15. 
Notably, these numbers were derived before the highly successful improvements in federal ap- 
pellate handling of patent cases took hold, making patenting even more attractive due to the 
marked increase in legal victories by patent holders. The rise in international espionage pro- 
vides another reason to believe that patenting has increased, relative to trade secret holding. 

"Statistic compiled by Erwin Berrier, formerly senior patent counsel, CJeneral Electric, and 
James Gillman, formerly senior vice president and director of patents, trademarks, and licens- 
ing. Motorola, for the Intellectual Property Owners. 
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compulsory licenses in the Copyright Act are also unconstitutional—a totally unten- 
able claim. 

Once again, Mr. Chairman, the NAM appreciates your efforts. 

o 
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